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Notes to the Student
THE COURSE

This course u designed for those men end teelehett who stisieslay every qointo business for themselves se well as let- those who ere eirandy in
tsitSkftiii WI who wish to strengthen their entrepretwuriel and menagewont skills. At the conclusion of this COW**, the filItiteht heareiViited specific Mt ttotetendoet, skills and attitudes celeting bir

the to1141 prim irokA off ntiditultrintent ins iutbr fit r 41 rqy aett-tru n4ii, tit.14 obit masted ti heit'elIller) its tx4 tpotisttriqthrill( tiny and tuntroiling a *then hit Mho% 3

'the development of a husittelie $114h h%, tti a Ittg 4; t,t "Ir '.141
ui starting a new business;

:ineihritt etedle ellah AS . betel. IOW the lute,
Irarichising, identilyinu outside 444shiou,s,
business, **We ling ictiottin g4rot ddy
planning, market re*eefth and orittaerttatito
maintaining .in actisonting ,qysties, 44-getting
inventory on./ *twilit**, 4.141 isititnatling !ism

trust tpsni
ittt4firing the .01.4,1

$114.1hth4), pet m,striv
pricing 4f)4 e t relit

ItteUrenv P1uitti141Attiq

THE AUDIO LESSON

the audio component of this cows, is divided into thirty hallstvuic
lessons which cover the skills yosi snug obtain leo successful evil
eimplioyment, each audio lesisan aitpands upon the onsterisd in your Ivobook end student supplement presenting a number of estaispies Antitee* studies to illustrate key ideas, fiaiwo materiel which dors not*potfur in the textbook and the student supplement is presented in thesuite, issstieri,

THE TEXTBOOK

The required textbook for this course ter Small business Management,
Sth edition by H. N broom and Justin (l. tongenerker, "South-We%tern
Publishing Company. 1979 heeding ossigninents for the textbook
be found in the °Getting Prepared section of this study flutsh
qhiold read this material before listening to the midi+, le -1n



THE STUDENT SIPPLEMENT
In addition to reading the textbooks you will be required to completematerial in the Iltudosit tiopphaltani tor Ifintilllitittitess 5thedition by It/stilt-a: tongenetEarr. isiiiK:Western ti M Whine Cowpony,17". This supplasent cootains a number of activities end case studio.%which will assist you in learning the ciAirse motertal, Ail Self-Quitoehare found in the student Supplement

THE STUDY GUIDE
skins ttir !tii-Linployinent Audi jut 1,14 Clbt, tabutbi . ;1 4r&titaifinfod to make your task u! ivvrnItO thy M4ittiiti .,'vtidt red in intcourse as east. and enioyatio. posAble. t-lie the study gilidt 47, 4tool to help yt* focus on ink, critosi 4.tuti cunt013 arm tieu the
indite/341 cove. rd in the audit, er-,o.414.

Overview

Objective.

Gettin2
Prepared

STUDY GUM ELDENTS
The overvww provides you with the genet 4.1 (testi iptwo
of the lesson end tele you what idea& o contept% Will
be presented in the lesson.

The oblecUves destrthe the specific skill% you should
acquire alter reeding the material in the textbook and
listening to the audio lesson. You should late the
obiectives to guide your study *UAW' 0014 The obietc-
tives indicate the critical COW' 34` 401 t theos ,are

guide through the course.

The "Getting Prepared" U.( Wilt h*tz. the it Xi bOlak
reading assigionents. You should complete theft
reading assignments before iiiktening to the dudw
irliS011



Siesmary
of the
Aisik Limo

'rho avert iiom of the *Nety otti4e provielex detsied
composite of the canton% preeetoteet soch eueite WeepiestMosso raittie. MA the thettuut teeth** toe, the Owe Lirthe *whet lieu* , but it 1441 gitue rate 4 *eld copy* Lit
the loisituto h tittetem the treat* it sesteht

Settiesti 4,14104$4444 w upper %tint y LL ttitioetiver* *kit or the iftiarmittu0 pceeiettte4 to the
hook , student e tisols1.44.401 , fltl ost y outete t4 *who
teeetto. You thout4 tutephtte *It itett-esteteseti, eellettItettel
re-vette 90eattiehm ettti , if posaiMe itemeofbetOw the mot* ocikvviy ttIA1 blet VINO ift* YmOrted Igo 11,10
oiditttate , this 'M t tAttIMM V'ttlIt `WI t 4601

ABOUT THE CONTENT SPECIAUST
Al htuetetio, the content sieselAttiel list Itues cour$et, iwatituht 4kearte t y of prof eistekettitt t xperissto tipith 14104 in 16* plectorc, t ,

Abbruittoto Nut oteserti ietti4 operated his wit It busioves mut hesheidi ileasofseloorit positisso is isioaustry ineluitiou the puthilleste ul
Cilopoirole froinitto Nifiusteper with firoaeltostino %you*, low . to%eta York City sod 'Troinisio Supervisor ler flerieroll Motors let nthTerrytosio, Nine York, itr, Abkrusteito reteivod his Mistershuolitote4 Athatitistratiott thegreet fres New York aroduoteSchool t Business Adieiksistrotion aiwil him tomptoted 'reshot. etuities attAr anis* Mow tiroversily, fie is curreotty professor of oion,eveseesto 41Kertropie 'reichottrei Ciummetatity t.:!tellegge in Phoeitte, Arittosto.



Letts got down to business

Ovarview

hotlines* Ms eiteays played an important roll in our country.Successful °weber, of omen hostnot only essential to the
netionfra economic health Itiit it also Ms a lasting *pots on these
ledividusis involved in toed Wiliness, This lesson addressee: (I) the
definitions of *entrepreneur,* 4"seil-amployment,* and *small businase;
(a) the advantages and dissdomtages of sefi-ouployment versus
*started employment; (3) the standards WW1 to *WM ;4) the (melds el amen business: (3) the special waives of smell
business; (6) the competitive strengths of assail livieiness; and CO the
significance of small business In the American etoneeiy

ObintilteS
After reeding the tesab.ok assignments and listening ter the *who lesson
yosit *tumid be able to do the things described in the following
obiectivet, Check yourself to see if you have pained the *kills
tleserthed in the abbectives.. If you have ibilkulty with any oblective,
review the textbook matorial and the Summery of the Audio Lesson
included in this study guide chapter.

ti Define entrepreneur, sell-employment and staati business.
Describe the etiventeges and disedventages oll salaried 011111140VAirtit
VA , oaf seinployeient

identity the standards used to dilate mill *matrices.
4, identity the fields of small business.
fir Describe the special V*1011* of own business,
a. 1 the cOhopetitive strengths of small business,

Gstting Pupared
hoed ,:hapttts I. 2, and 3, peg.* ;4 -42 , In Steal tiusinerlicamifittotent,

h edifice He sure that you,ireed the SWUM 't anti ablietiathiall gut's-
ttons provided In these chapters. Reed Chapters 1, 2 anct 3 In thy
Stodynt SuPPloollit for Soon Butlineso 4014011fiftent. Sh clittrrm,

1!



.marry of the Aadio Loma
In discussing as buiinses, it is I to luta* specifically whetthe terms *entrepreneutr," Non- sit,* and *esteil business"MIA In this lesson, the following definitioaa wiil be used:

A parson who starts a business either
from scratch, with new products or
tervices ; or who buys an existing
btainesa that win started by aousecohe
ohm.

-- Working for oneself, with dim t mater o4
over work performed *tut ger% to be
ckoritid ,

- - A buslasis foottficitt is independently owned
end managed and which is not dominent tanits field.. (Itedependently awned Aeons
that it is not part of another busiaaees.
InsMs tly managed memos the owner

be Irmo to run the business as
Waite pleases. Not dominant in its fiekl
camas lb* business accounts for only a
moon part of the 'owl sakes voeixoe in its
industry. )

A person contemplating starting -a business should consider thefollowing advantages and disadvanteges of seif-esoployment versussalaried esmicoyment:

Jab security
LASS demanding work end shorter hours
Safety at personal smite
Goad lob amparience

Disadvantage*: Subordinated rights
Curbed initiative
Limited earnings

5111±WiiigL: Opportunities bar independence
Oraster earnings
More satisfied way of life

Disadvantages: at losing Invested capital
ty of income

Itagulres a particular temperament

I 2



Since defining the boundaries of a small business versus a largebusiness could be difficult for the individual, the Small BusinessAdministration and the Committee for Economic Development havedeveloped standards to be used for this purpose. The Small BusinessAdministration describes the standards for a small business In a quanti-tive sense, while the Committee for Economic Development's standardsare qualitative.

Although large corporations dominate many business fields, the fields inwhich small business show the most strength are: retailing, selectedservices, construction, and wholesaling. Smell businesses provide adistribution and supply function to larger businesses and serve as asource of innovation and competition.

The very "smallness" of small business gives it some unique competitivestrengths. The size of a large company tends to isolate its managementfrom customers while small business is in a better position to know itscustomers and market area. Small business can also cater to a specificgeographic area and specialize in a specific product. Small businessalso tends to have more flexibility of management, allowing quickerresponse to problems and changes.

Choosing to go into business for yourself can provide a satisfying wayof life as well as opportunities not normally offered to the salaried em-ployee. It also entails certain risks. Small business in general,'however, has great potential in the future because of its inherentstrengths and opportunities for competition and innovation.

Putting It All Together

SELF-QUIZ
Do the review questions found on pages 1, 2, 5, 7 and 13-15 in theStudent Supplement for Small Business Management, 5th edition. Aftercompleting the review questions, check your answers with those givenon page 177 of the Student Supplement.



ADDITIONAL REVIEW QUESTIONS

1. In the space provided below, list what you think are the
advantages and disadvantages of owning your own small business.

SMALL BUSINESS

ADVANTAGES DISADVANTAGES

2. In the space provided below, list what you think are the advantages
and disadvantages of being a salaried employee in a large company.

SALARIED EMPLOYEE
ADVANTAGES DISADVANTAGES

3. When you think of your career, do you see yourself as an employee
in a large business or as an entrepreneur? Explain.



SUGGESTED ACTIVITIES

Interview two small business owners/entrepreneurs in your community
and ask them how they prepared themselves to go into their own
business. Look for things that relate to educational background and
prior work experience.

Also, ask them about the business planning that took place prior to
their starting the business. Look for things that relate to preparation
of plans for:

1. finance
2. marketing
3. advertising
4. sales strategy
5. production
6. location
7. personnel
8. competition
9. equipment
10. supplies
II . record keeping

5



lesson

Getting started: A new business 2
Overview

vs. an existing business

Whether you go into business by buying an existing business, by
inheriting a business or by starting from scratch, there are several
factors which you must consider. This lesson looks at the personal
skills required by the new business person, the rate and reasons for
small business failure, the advantages and disadvantages of buying an
existing business versus starting a new business, the importance of to

feasibility study, the importance of a business plan, and guide posts
for the person interested in owning and operating a small business.

Objectives
After reading the textbook assignments and listening to the audio lesson
you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the oblectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

Describe the failure rate of new businesses.

2. Compare and contrast the advantages and disadvantages of
an existing business versus starting a new business.

buying

3. Describe the importance of a feasibility study and business plan.

Getting Prepared
Read Chapters 3, 4 and 5, pages 31-75, in Small Business Management,
5th edition. Be sure that you read the summairei,.ciiiiuision qurqtfon:.
and casestudies provided in these chapters.

Summary of the Audio Lesson
The underlying causes of business failure at, incomputt.oit.
inexperience of management . More spec it LAO t .,;.
because the business pe .mi I.-, L. Ira ; !.:.,11

1



required to do the Mb; because heishe is not well minded in eil armsat expertise such as oaks, tinanco; paudecties; etc; because the
is inexperianced in the hue at bee*ASO; at ear

Leftrallad amilvadea on the pert at the mew busimimsparese; .Wm
deceptive and diehamest betimes practices are used; or because of
natural disasters such as floods; tornadoes and eerfiliquakes.,

Buying an existing business can eliminate some at the MOW worries fait
by the new business proem because the exisUng business is a knownquantity with a damonstreled track record. There are still several
',motions which should be asked, however, when yen ere consideringthe purchase of an existing bulginess. game of these questions ere:

1. What is the owner's reason for selling!

2. Have you seen the mast recent financial statement?

3, How were the assets appraised?

4. How old is the equipment?

5. What do suppliers think of the business?

6. What are the taxes?

T. What has been the seller's return on his /her investment?

The answers to these end sips ter questions will enable you to determineif there is an advantage to buying an existing business rather than
starting your own.

The advantages to starting a new business are numerous. Among themare: (I) you can select the business location; what services or
products you will supply and who your suppliers will be; (2) you can
avoid undesirable precedents such as poor business policies or legal
commibasnts; (3) you do not inherit any bad will that may exist against
an existing business; end (4) your new venture messy represent
something different end innovative.

Whether you start your business from scratch or by ring an existing
Wu you should begin by doing a ImmiWty study andestablishing a business _Oen. business plan oilers you theopportunity to consider all the alternatives which allow you to masterchange. It to the most affective way to draw out the best in yourself
and in your boobies*.

- 7 -



Putting It Al Together

gtzkr.swy,
Do the review questions found on pages 13.144 21.22 and nun in the

t. SU% edition. After
your answers with those given007rn

P*041 177 of the NatiELAW6120!.

ADDITIONAL APIIEW tersT:ohs
I named on the interviews you conducted as part of Lesson $1. why

do you think sane people go into business for themselves before
they are adequately prepered?

con you give sone causes, of business failure not mentioned is
either the audio lesson or the text material?

3, Are you familiar with any small enterprises that have gone out of
business recently? What types of business were they?

4. Inexperience in management is one of the cause* to tionati business
failure. If you decide to *tart your own business, describe how
you will gain management experience before launching thebusiness.

S. Complete the self-quiz entitled how About You?" (wand in the
Supplementary Material for this lesson, pages 9.10 of this study
guide.



SUPPLEMENTARY MATERIAL

How About You ?
Under ascii ql4W14i00 &Ca the answer that most cieeety repreeentshow you feel. Be honest with yourself.

ARE VW A SELF-STARTER?
I do tidings Co my own. Nobody has to tell me to get along.If someone gets me started. I keep going all right.
Easy does ft. I don't put myself out until I have to.

HOW DO YOU mai ASOUT OTHER PEOPLE?
I like people. 1 CIA get along with lust about anybody....11111M..*

I have plenty of friends -- I don't need anyone else.
Most people bug amt.

CAN YOU LEAD OTROS?
I can get mit people to go along when I start something.I can give the ceders if someone tells me what we should do.I let 300140no else get things moving. Then I go along iffeel- She .it,

CAN YOU TAU RESPONSIBILITY?
I like to take charge of things and see them through.III take over if I have to, but I'd rather let someone elsebe respeesible.
There's always sane eagor beaver around wanting to showhow smart he or abs Is I say let them.

HOW 0000 AN ORGANIZER ARE YOU?
I like to have a plan Wen I start. I'm usually the one toget things lined up when the gang wants to do sonwthing.I do all right unless things get too goofed up. Then I copout.
You get all set and then something coma along and blows thewhole bag. So I just take things as they cow.

HOW 0000 A WORKER ARE YOU?
I can keep going as long as I need to. I don't mind workinghard for something I want.
IV work herd for while, but when I've had enough, that'sits
I mil see that bud work gets you anywhere.

CAN YOU KAU DF.CISIONS?
i C40 sake up my mind in a hurry if I have to. It usuallyturns out Olt, too.
I can if I have plenty of thee. If I have to snake up my mindfest. I think later I should have decided the other way.I don't like to be the one who has to decide things. I'dprobably blow it.

- 9 -



CAN PEOPLE TRUST WHAT YOU SAY?
You bet they can. I don't say things d don't mean.
I try be on the level most of the time, but sometimes 3

lust say what's easiest.
What's the sweat if the other fellow doesn't know the
difference?

CAN YOU STICK wrni IT?
If I make up my mind to do
stop me.
I usually finish whet I start
If it doesn't go right away, I
brains out?

HOW GOOD IS YOUR HEALTH?
I never run down!
I have enough energy for most things I want to do.
I run out of hale* isomer than most of my friende.

something, I don't let anything

-- if it doesn't get fouled up,
turn off. Why beat your

NOW COUNT THE CHECKS YOU MADE.
How many checks are there beside the [int
question?
Haw many checks are there beside the second
question?
How many checks are there beside the third
question?

If met of your checks are beside the first answers, you probably have
what it takes to tun a business. If not, you are likely to have more
trouble then you can handle by yourself. Better find a partner who is
strong on the points where you are weak. If many checks are besidethe third answer, not even a good partner will be able to shore youup.

answer to each

answer to each

answer to each

Source: *Small Marketers Aid" No. 71 (Washington, D.C.: Smell
Business Administration, revised August 1970).

- 10 -



Questions for the Feasibility Study
When considering gailsg _into business for yourself. the foliewingshould be asked. Those questions form the basis ed thersaZiiitytell study.

1. What specific skills ere required for SWOON in the business I haveselected?

2. Do I possess the skills or should i team up with apartner who M skis?
3.

the skills?
3. Do I have a feasible beelines Idea?

4. Do others. especially experts in the field, believe my Idea isfeasible?

S. Do I have avails to app to financing that will keep thebusiness going until it produces a profit?
6. When will business proceeds be sufficient for supporting me andmy Wily?

7. What do members of my family think about the proposed businessventure?



S.



Getting Prepared

Read Chapters 11. 12 and 13. pages 168-211. in
lta t. title edition. Be sure that you read the -"IM

questions provided in these chapters. Reed the
Supplementary Material for this lesson. pages 16-18 of this study guide.

Summary of the Audio Lesson

The business plan is the entrepreneur's road map to success in small
business. The business plan is important to you as an entrepreneur
because: (1) ft provides you with a dear path to follow in badness;
(2) ft initially serves as an excellent tool when working with a banker;
(3) ft can be a useful tool for employee orientation and training; and
(4) it helps you develop the management skill of planning.

A business plan may contain many elements, but it basically contains
information about yourself, the market. production (if you will be
manufacturing Joroduct), personnel, and finance. Gatheringintonation on an the elements allows you to carefully consider each
aspect of the prospective business. it can also force you to look at the
business venture in a more realistic light. Steps involved in the
completion of the business plans ere:

1. Decide to go into buil:tees.

2. Analyse yourself.

3. Pick a product or service.

4. Research the market.

S. Forecast sales revenue.

6. Choose a location.

7. Develop a production plan (for manufacturing only) .

8. Develop a marketing plan.

9. Develop a personnel and organizational development plan.

10. Decide what legal form of organization to take.

11. Choose a record-keeping system.

12. Develop an insurance plan.

- 13 -



13. Develop sound financial plan.

4. Write a cover letter,

By completing these steps. you will develop a total picture el your
business and its workings, The business plan can be used as a good
initial planning tool and can *leo be referred to again and *gain as your
business grows and develops.

Do the review

on page 170 of

1.

questions

the

Putting It All Together

tinAL-goz

found on pages 544. 13-74 and 777$ in the
Sth edition, After

c your answers with those givenMignialplentd.
epinabkareMSNEELLO_NS

Writ* a paragraph explaining why you, a would-be entreprerAiir,
should prepare a business plan.

2. List several ways in which a business plan nay be a useful tool
for an entrepreneur.

3. When is it appropriate for an entrepreneur to start thinking about
preparing a business plan?

Am A

- 14 -



suocifTrtp_hcrtving
1. Visit your local bank, and discuss with a commercial loci officer

the ruminants** for a small business loan. Omipare these require-
ments with the riquinusents for developing a business plan.

2. Select an idea fora sawn business, and go through Steps 1-3 in
the business plan. Make sure you state On reasons for yourMorns.



SIPPLEhENTARY MATERIAL.

How to do a Booboo Plan
The would-be small businessperson needs to plan for sums". Renninis dedslea making, end allows ter the emetarims of change. for theprospective antrProlattr. planning is the best and most effective wayto reach perusal and prviessional goals end to achieve ma3dmumgrowth. The worry act of planning forces entrelptunevirs: (1) toconsider ak the Ibut elements that must cisme together to make diebusiness work. and (2) to go through all the steps of getting thebusiness started as well as those needed to the business going.Deveio a business plan Is not a new idea.

keep
litig business has beenusing hiamm plans for years. especially far meritsting products. Inaddition, most creditors and investors require a business plan beforethey will lend money. Even with those external pressures, less thanfive percent of entrepreneurs develop a business plan. The bast wayto insure the success of a new business venture is through a busir.essplan.

THE BASIC Eli.tA BUM PLAN INCLUDE:

1. information about yourself -- goals and obiectives, likes anddislikes.

Information about the market.

3. Information about production.

4. Information about personnel.

S. Information about finance.

Questions of direction are always difficult for the entrepreneur, butknowing the elements of a business plan will help you identify thosearum in which more information at assistance is needed.
STEPS I N DEVELOPINGG USINESS PLAN

1. Decide To Go Into Business -- This decision should be made aftersomirrairiiiind consideration of personal and profes-sional goals.

2. L' It is important at this point to analyse your
weaknesses, paying special attention to businessand education.

3. Pic A Product Or Service -- This is a crucial step. Choosing aor you are most familiar with increases thefor success. Generally. you should pick a product that(1) you know intimately because you have but experience inthat area: (2) you feel will have a growth rate faster than theeconomy in general, and (3) you can really get excited about.

-



4. Research The Market -- This step involves fact-finding. Youshould flirt out w your customers are or will be, where they
live, their average income, how they buy, why they buy, and atwhat price. You should also research the competition, and analyze
their strengths and weaknesses. The local Chamber of Commerce,
local trade associations, and other business people are good
sources of information.

5. Forecast Sales Revenue -- After looking at the total market and
analyzing the comfieffon, you should estimate your market share.
The first year of sales revenues should be estimated monthly.
The second year of sales revenues should be estimated on a
quarterly basis; and the third year on a yearly basis. The firstthree to five years are critical in a new business venture. Sales
revenues should be estimated with the knowledge of all costs
including equipment, supplies, employees and your market share.

6. Choose A Location -- Based upon an analysis of the market and
competitors, you should select a site for the business. Regional,
city or neighborhood locations need to be considered with regards
to the business' product or service. In some businesses such as
retailing, the location of the business is critical. In others,
location is not of prime consideration.

7. Develo A Production Plan -- This step only applies to those ofyou w o p an to mane acture a product. Some elements to
consider in developing a production plan are: size of the plant
based on sales forecast, equipment requirements, material require-
ments, quality inventory, waste control, and space layout for the
production process.

8. Develo A Marketin Plan -- Developing a marketing plan forces
you to sp out e the strategy you intend to use to create
customers. You must decide on a mix of marketing tools such asadvertising, distribution channels and pricing, trade shows,
promotions, personal selling and servicing activities.

9. Develo A Personnel And Or r. anizational Develo ment Plan -- Assem-
g e rgt s to carry out us ess s essential. Youshould outline the types and levels of skills, knowledge, andattitudes that are desirable. Job descriptions, levels of authority,

organizational charts, and training and development of employees
should all be specified in this step.

10. Decide What Legal Form Of Or anization To Take -- This poses alegal question and shoes answeredanswered with a lawyer, so that you
can decide what legal form of organization would be best for yourbusiness.

- 17 -



11. Choose A Record- keeping System -- You should select
that will insure accuracy, handle information at low cost,
easy retrieval of information, and minimize theft.

12. Develop An Insurance Plan -- You must protect yourself
venture from any unforeseen events such as fire, theft,etc.

a system
allow for

and your
liability,

13. Develop A Sound Financial Plan -- This step should cover a threeyear period. Elements include:

a. A three year cash budget defining initial cash investment andexpected cash flow for the three years.
b. A projected balance sheet and income statement for the threeyears.

c. A break-even analysis to determine the point at which the
business starts to make a profit.

d. A plan for raising additional capital.
14. Write A Cover Letter -- This is not really part of the businessplan, but it serves a special purpose. By summing up the plan,and giving attention to its purpose and promise, the cover letter

is an excellent selling tool for bankers and investors.
Preparing a business plan forces you to build the venture on paperfirst. The business plan encompasses all the aspects of the businessand is a vital tool if you are to be a successful entrepreneur.



lesson

Sole proprietorship or partnership 4
Which do you prefer ?

Overview

One of the first decisions you have to make as a prospective
entrepreneur is what legal form of organization your small business will
have. The three most common forms of legal organization are sole
proprietorship, partnership, and corporation. In this lesson, the
following topics will be discussed: the legal forms of sole proprietor-
ship and partnership; the relative importance of the three forms of
business organization; the characteristics of a sole proprietorship and a
partnership; and the advantages and disadvantages of a sole
proprietorship and a partnership.

Objectives

After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Describe the relative importance of the three major forms of legal
organization.

2. Describe the characteristics of a sole proprietorship and determine
the advantages and disadvantages this form of legal organization
can provide.

3. Describe the characteristics of a partnership and determine the
advantages and disadvantages this form of legal organization can
provide.

Getting Prepared

Read Chapter 6, pages 76-87, in Small Business Management, 5th
edition. Be sure that you read the summaries and discussion questions
provided in this chapter.



Summary of the Audio Lesson

The three major forms of legal organization are: (1) sole proprietor-
ship, (2) partnership and (3) corporation. The importance of these
organizational types varies from industry to industry. In the retail and
service trades, sole proprietorships are the common form of legal
organization, while in the areas of wholesaling and manufacturing,
corporations represent the highest percentage of business.

SOLE PROPRIETORSHIP

A sole proprietorship is the form of legal organization in which the
business is owned by only one person. Generally, sole proprietorships
are small enterprises and show comparatively small profits as a group.
This type of business remains a very popular type of organization in
the United States because it is accessible to a great number of people.
The advantages that make this an attractive type of organization are:

1. Sole proprietorships are easily formed and terminated.

2. Sole proprietors have direct management and control.

3. The sole proprietor receives all profits.

4. The sole proprietorship has fle3cthility and can make decisions
independently.

5. Profits and operating plans need not be reported to anyone.

6. Sole proprietorships have a minimum amount of taxation and
regulation compared to other legal business entitles such as
corporations.

The advantages of a sole proprietorship make it seem very attractive.
However, there are some definite disadvantages. They are:

1. The management limitations of the sole proprietor can greatly
affect the success of the business. If the sole proprietor is
lacking in some essential management skills, the likelihood of
business failure is increased.

2. The sole proprietor has unlimited personal liability for the
debts of the business.



3. It is more difficult to raise capital for a sole proprietorship
because financing depends on the owners assets and ability to
borrow.

4. Sole proprietorships have a limited life and exist only as long
as the owner lives, unless the business is sold.

PARTNERSHIPS

Unlike a sole proprietorship, a partnership is a legal associerkat formed
when two or more individuals agree to start a business as co-owners.
Partnerships are a common form of business used in professional and
financial service areas. Although as a group their profits are small,
they provide invaluable services. There are many advantages to
forming a partnership, including:

1. Partnerships are easily formed under state laws.

2. It is sometimes more beneficial for two or more persons to
combine resources than for just one person to start a
business alone.

3. Partners can generally raise more capital since the financial
resources of all the partners support the venture.

4. Partners byte a direct say in management and profits.

5. Partnerships have minimum taxation and regulation.

Even with all these advantages, partnerships are the least common form
of business organization. This is due, in part, to the following
disadvantages of a partnership:

1. All partners have unlimited personal liability.

2. Since more than one person owns control of the business,
there may be management conflicts that affect the business
adversely.

3. Like a sole proprietorship, a partnership has limited life.
Partnerships are generally dissolved upon the death of one of
the partners.



4. Transfer of is difficult because of the need for a
mutual agreement of the partners.

When considering the question of tonging a prMwsMp, you mast
consider the many types of partners which can be found in a partner-
ship. 43esterale prisms perform 811 functions of the partnership,
share the prelfte and have usikmited liability. A "limited* partner only

118011sy into the business, gets limited profits. and is liable only
for amount of his/her investment. Another type of partner is the
"senior" partner who manages the business and makes all decisions.
"Justice partners, on the other hand, buy shares in the firm for a
part of the profit.

Before you decide on any farm of legal organization for your business,
It is important to aintut the advantages and disadvantages of sole

ps versus partnerships. The success, or failure of yourEralrierisetture any depend on the form of butiness organisation you
choose.

Putting It All Together

SELF-QUIZ

Do the review questions found on pages 31-32 in the Student Supple-
ment for Medi Business 14enagessent. 5th edition. After completing the
review questions, clack your answers with those given on page 179 of
the Student Supplement.

ADDITIONAL REVIEW QUESTIONS

1. What are the characteristics of a sole proprietorship?

2. In what fields are sole proprietorships most numerous, and why?
What fields are unsuitable for sole proprietorships, and why?

:;
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3. List the adventages and disadvantages of a sole proprietorship.

SOLE PROPRIETORSHIP

ADVANTAGES DISADVANTAGES

4. What are characteristics of a partnership?

5. What various types of partnerships can be organized? Briefly,
what are the characteristics of each?

6. In what fields are partnerships especially popular?

7. What infornustiun is typically included in a partnership agreement?

:;3
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8. What do you think are the advantages and disadvantages of a
partnership?

PARTNERSHIP
ADVANTAGES DISADVANTAGES

9. List the possible reasons why there are fewer partnerships than
any other form of legal business organization.

SUGGESTED ACTIVITIES

1. Visit a local sole proprietorship and ask the owner what strengths
and/or weaknesses this form of legal organization presents his/her
special business. Why does he/she favor the sole proprietorship
form of legal organization?

2. Visit a local partnership and ask one of the partners whatstrengths and/or weaknesses this form of legal organization
presents his/her particular business. Why does he/she favor a
partnership? What types of partners are involved in thispartnership?

3. Requirements for forming a sole
vary somewhat from community
requirements in your city for
organization?

- 24 -
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The corporate form of business
Is it for you ?

lesson

5
Overview

In the fourth lesson, sole proprietorship and partnerships were
discussed. There is still another form of legal organization that youmight consider ter your =all business: the corporation. Althoughcorporations are fewer in number than sole proprietorships, they are
responsible for about SS% of the sales in the United States. In this
lesson, the corporate form of organization will be discussed as well as
the reasons for changing from one form of legal organisation to another.
Specifically, the lesson focuses on: (I) the characteristics of a
corporation: (2) the advantages and disadvantages of a corporation;
and (3) the factors to be considered in selecting an effective form of
legal organization.

Objectives
After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

I. Describe the characteristics of a corporation and determine the
advantages and disadvantages of this form of legal organization.

2. Determine and describe the factors involved in selecting an
effective form of legal organization.

Getting Prepared
Review Chapter 6, pages 76-87, in Small Business ManagLement, 5th
edition. Read the Supplementary Material for this lesson, page 30 in
this study guide. Read Chapter 6 in the Student Supplement for Small
Business Management, 5th edition.



Summary of the Audo Lesson
A corporation is a legal entity authorised to act as a private person and
is considered separate and distinct from the persons who own it. Inorder to form a corporation, three or more persons assume the role ofincorporators. Every state requires that a corporation have a corporatecharter. A corporate charter includes general purposes of the corpora-tion, identification information, for stock, officers, anddirectors, and a means for and amending by-laws. Oncethe charter has been approved by the state, the tion haspermanent life and can only be ended by violation of the h arter or bythe stockholders. A group of individuals who share stock in thecorporation are the real owners.

Thit type of stock and the amount each stockholder can obtain is statedin the charter. Although the stockholders are the real owners of thecompany and get regular reports on its, status, they usually are toolarge a group to manage the corporation. A board of directors then
exercises control of the corporation and selects officers to manage thecorporation.

There are many advantages to selecting the corporate form of legal
organization. They are as follows:

1. Stockholders have limited liability (unlike a sole proprietor-ship).

2. The corporation has unlimited life.

3. Transfer of ownership is relatively simple.

4. The corporation can utilize the expertise and management
abilities of recruited officers and managers.

There are also, however, some disadvantages to the corporate form of
legal organization including:

1. Corporations are complicated to form.

2. There is heavy taxation and regulation for corporations.
3. Separation of owners and managers may result in thepossibility of irregularities or fraud.
4. Some banks require a small corporation to assume unlimited

liability.

5. To do business in other states, a copy of the corporation's
charter must be filed in that state.

- 26 -
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Before you decide whether a sole proprietorship, a partnership or acorporation is best for you, there are some key factors to consider:
1. Ease of formation -- Does it fit with your time and capital?
2. The legal life of the organizational term?

3. Transferability of ownership.

4. Liability -- Do you prefer limited or unlimited liability?
5. Taxation.

6. Regulations.

7. The need for one owner or manager.

8. incentives -- Which organizational form will riltimately be most
satisfactory monetarily and otherwise?

Sometimes situations arise that necessitate a change in your form oflegal organization. If there are changes in the personal lives of theowners, or fund raising needs change, a move to another form may beindicated. As a company grows, taxation and regulation may become anissue as may expansion or sale.

Putting It All Together

SELF-9U12

Do the review questions found on pages 31-34 in the Student Supple-ment for Snell ement, 5th edition. After coispieting there ew .----W---Wquesyour answers with those given on page 177 ofthe Student Supplement.

ADDITIONAL REVIEW QUESTIONS
I. What are the characteristics if a corporation?

2. How are corporations formed? How are they dissolved?

I' aaa
11..J a
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3. What are the two classes of stock that may be issued by a
Ozzierstionrids? ? Which class of stock pays guaranteed fixed

4. Who owns, who exercises control over, and who manages a
corporation?

S. List the advantages and the disadvantages that you think the
corporate form of legal organization provides a WA business.

CORPORATION

ADVANTAGES DISADVANTAGES

6. What are some factors that should be considered before you decide
which form of legal organization you want for a particular
business?

7. Which form of legal organization is the most difficult to establish?
Which is the lea._ 4; complicated?

8. In which form of legal organization is ownership easily transferred?
Now is it transferred?

9. Which form of legal organization most often allows limited liability
to its owners? When might this form not allow its owners limited
liablIity?
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10. Which form of legal organization allows funds to be raised mosteasily?

11. In which forms of legal organization are management-ownerconflicts most likely to occur?

12. What conditions might suggest re-evaluation of a chosen form oflegal organization?

SUGGESTED AC I IV I T 11:s

I. Determine the requirements for a business to incorporate In yourstate. Must any additional city or county regulations be met?

2. Visit a local corporation and ask one of the officers why thecorporate form of legal organization is favored for this particular
business. Ask if you can toe a share of stock.

3. Compare the various forms of legal organization in light of thefollowing decision factors: formation, ownership transfer, businesklife, owner liability, fund raising, taxation regulation, ownership,ownership and management.



FORMS OF LEGAL ORGANIZATION RELATED TO SELECTED I

FACTOR SOLE PROPRIETORSHIP PARTNERSHIP
Formation Least complicated. Person

simply starts business
activity. May need city or
state license.

More complex. Partnership
agreement desirable. May
need city or state license.

Ownership
Transfer

Ownership transferred simply No formalities. But mutual
by sale or inheritance of agreement necessary -- may
business. be complicated.

Business Life Limited by life of owner or
sale of business.

Limited by life and agreemen
of partners.

Owner
Liability

Unlimited liability for
owner's personal assets.

Unlimited liability for
personal assets of at least
one partner.

Fund Raising Limited by owner's personal
assets and ability to borrow.

Limited by partners' persona
assets and ability to borrow.

Taxation Business income taxed as
personal income of
proprietor.

Business income taxed as
personal income of each
partner.

Regulation Minimum regulation. Profit
not known by public.

Minimum regulation. Profit
not known by public.

Ownership Generally sole control in
owner.

By agreement or equally
among partners.

Ownership &
Management

Owner most often manager. May have separate owners
and managers.



lesson

Franchising opportunities 6
Overview

In addition to buying a new or existing business, there is another way
for you to obtain a small business. Franchising is a viable alternative
for many entrepreneurs. Franchising has grown markedly in recent
decades and holds an important position in the economy. This lesson
looks at: (1) the scope and development of franchising, (2) the
advantages and disadvantages of franchising, and (3) the analysis of
various franchise opportunities.

Objectives

After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you. have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Describe the scope and development of franchising.

2. Determine the advantages and disadvantay,s of franchising .

3. Analyze and evaluate franchise opportunities.

Getting Prepared
Read Chapter 7, pages 88-102, in Small Business Management, 5th
edition. Be sure that you read the summaries, discussion questions
and case studies provided in this chapter.

Summary of the Audio Lesson

Franchising is a method of wholesale and retail distribution in which the
franchisee or private distributor agrees to distribute or sell goods or
services in a particular area. Even though the local business is
independently owned, it functions as part of a large chain. Fran-
chising was started by automobile manufacturers, oil companies, brewers
and bottling companies but has spread to a multitude of other
industries.

-
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The franchising agreement between the owner or franchisor and the
franchisee is usually specified in the form of a contract. There are
various types of franchising agreements. The agreement may be
between a manufacturer and a wholesaler where the manufacturer
arranges a franchise with an independent wholesaler who then serves
retail outlets. A manufacturer may franchise an entire retail outlet
(manufacturer-retailer). A franchise may be set up between a whole-
saler and a retailer. A franchise may be established between a service
originator and a retailer. Food chains are an example of this type of
agreement.

The advantages of franchising include: (1) financial assistance,
(2) training by the franchisor, (3) use of the franchisor's name or
trademark, and (4) design of facilities and assistance with publicity.
Some of the disadvantages include: (1) loss of a certain amount of
control over operations, (2) set pricing, (3) shared profits with the
franchisor, (4) restrictive contracts, and (5) negative franchise image.

Before signing a franchise agreement, there are certain factors you
should take into consideration. You should be asking questions about
the franchisor's reputation, the number of franchises operating and
their success, the merchandise, the training you will receive, inventory
control and the franchisor's assistance. In addition, you should
evaluate the product or service, the terms of the contract you will be
required to sign, the market and your own ability to run that
particular franchise.

Franchising can provide good opportunities for the entrepreneur.
However, as in any business venture, you must consider all advantages
and risks associated with franchising.

Putting It All Together

SELF-QUIZ

Do the review questions found on pages 37-38 in the Student Supple
ment for Small Business Management, 5th edition. After completing the
review questions, check your answers with those given on page 177 of
the Student Supplement.

ADDITIONAL REVIEW QUESTIONS

Answer discussion questions 1, 4, 6, 7 and 8 on page 102 of Small
Business Management, 5th edition.

- 32 -
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SUGGESTED ACTIVITIES

1. Review a recent copy of the Wall Street journal to find out
available resources for franchising opportunities. (You may wish
to send away for a booklet on franchising opportunities.)

2. Having identified a specific resource for franchising
opportunities, select one of your choices and write to that company
to obtain information on the requirements and opportunities for
setting up a franchise with that company.

3. visit three different kinds of franchised businesses (for example,
a car dealership, a service station, and a food chain) and ask
about their personal experiences with franchising. Compare their
answers with the advantages and disadvantages of franchising
discussed in this lesson.

4. Taking into consideration the advantages and disadvantages of
franchising, is franchising for you? Why?



lesson

Specialized assistance You need it 7
Where to get it

Overview
It is extremely difficult for one person to have the entire range of
management skills necessary to run a small business. Sometimes to
keep a competitive edge, or to keep up with new developments, you
may find the services of an outside consultant helpful. This lesson
looks at the types of specialized assistance which are available to you
as a small businessperson including assistance from an accountant, a
lawyer, a banker, a management consultant, and other information
sources.

Objectives

After reading the study guide assignment and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the study guide material and the Summary of the Audio Lesson
included in this study guide chapter.

1.

2.

3.

Determine
business.

the assistance an accountant can

Determine
business.

the assistance a lawyer can

Determine
business.

the assistance a banker can

4. Determine the assistance a
a small business.

provide for a small

provide for :1 sm.iii

provide for a small

management consultant can provide for

5. Identify other information sources.

Read the Supplementary Material for this lesson,
study guide.

Getting Prepared

pages 40-95, in this



Summary of the Audio Lesson

No matter how small your business venture is, an accountant's servicescan be invaluable to you. The information derived from good
accounting records can be used to help solve problems, pursue oppor-
tunities, help with future plans, and moat importantly, to keep up with
what is happening in the business. Good accounting records will also
tell you what the dollar value of your business is, if you are making a
profit, and how much of a profit you are making.

Many entrepreneurs do not realize the importance of legal assistance in
their business ventures. However, one of the first things you should
do is see a lawyer to avoid legal problems and to take advantage of
opportunities provided by the law. A lawyer can assist you in choosing
a form of legal organization for your business and can tell you what
records the law requires you to keep. Legal assistance is necessary
for writing equipment and facilities contracts; and for keeping you
informed about the licenses, permits, or federal regulations that apply
to your business.

Another valuable source of outside assistance is a banker. A banker
can provide you with information relative to the local business economy.
By establishing a working relationship with a banker, you will have a
person at the bank who knows you and the status of your business and
can help advise you as your business grows. Your banker can provide
you with various banking services, serve as a resource in investing
profits, and provide you with credit information on your customers.

At some point in your business, the need may arise for a management
consultant. Usually, a management consultant is brought in to help
solve - operational or management problems or to assist in some process
or procedure. A management consultant will gather information relative
to the need or problem and, based on the data, submit a written report
recommending specific actions. The reason many people choose an
outside management consultant is that the management consultant is an
unbiased individual and will have an objective and fresh perspective on
the situation. The management consultant may also have expertise in
areas of management where the small businessperson does not.

Other sources of outside help include real estate brokers, economists,
credit bureau managers, city council members, the Chamber of
Commerce and the Small Business Administration. The SBA can be an
excellent resource for the small businessperson looking for financial
assistance, government contract assistance, or managerial and technical
assistance.



Putting It All Together

SELF-QUIZ

None.

ADDITIONAL REVIEW QUESTIONS

1. What are the advantages and disadvantages of hiring an accountantfor a small business?

ACCOUNTANT
ADVANTAGES DISADVANTAGES

2. What criteria (i.e., background, experiences) would you look for inan accountant for a small business?

3. List the accounting services an accountant can provide to a smallbusiness.

4. Why should a lawyer be consulted regarding vas is businessoperations?

5. List the legal services that you think a lawyer can provide a small
business.

6. What are the advantages of picking a banker and not a bank?
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7. What are the advantages of developing a good working relationship
with a banker?

8. What are some of the ways In which a management consultant can
help a small business?

9. What are the advantages and diaadvantages of hiring a management
consultant?

MANAGEMENT CONSULTANT

ADVANTAGES DISADVANTAGES

10. Why, as a small business owner, do you need services provided by
a management consultant? Would you have confidence In the
management consultant's recommendations? Why?

11. What are some of the services a trade association can provide a
small business?



12. Describe the types of services available from the Small Business
Administration and three other governmental agencies servicing
small businesses.

13. In what ways can the Chamber of Commerce, credit bureau, Better
Business Bureau, suppliers and equipment manufacturers, and
educational institutions help small businesses?

SUGGESTED ACTIVITIES

1. Contact a local accounting firm and discuss the services they
provide for a small business.

2. Contact a local law firm and list the services that the firmprovides for a small business.

3. List all of the local banks in your area. Contact one bank and
find out the services available to a small business.

4. Contact a small business and ask the owner what banking services
are provided to him/her and how often he/she uses the services.

5. Develop a list of management consultants or firms from your local
telephone book. If possible, identify their specialized services.

6. Prepare a list of trade associations for five types of small
businesses. If possible, determine what services each trade
association provides.
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***7. Visit your local Small Business Administration Office and talk to a
counselor regarding available services.

8. From the other sources of business information discussed, contact
one source and identify the services, publications, etc. availableto small businesses.

***Strongly suggested



SUPPLEMENTARY MATERIAL

Accounting Services
1. An accountant can help the bust essperson develop en efficientaccounting system; prepare financial statements and income taxreturns; and, ff the accountant is certified, audit the accountingrecords.

2. Accounting services may be performed by a local or nationalaccounting firm, by an employee trained in accounting, by a free-lance accounting service, by professional accounting services thatspecialize in the entrepreneur's type of business, or by theentrepreneur.

3. The accountant is familiar with the language of business, and
important decisions based on an understanding of accounting arcsconstantly made. Expertise is needed at times, usually to help inthe deafinn-making process.

4. Larger accounting firms generally have specialists in differentareas including small business.

5. Accounting information can be used as a basis for decision-making
in the firm.

r
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Legal Services
1. The volume and campladties of the legal structure require the

assistance of a lawyer to identify and interpret the small
businessperson 's rights, responsibilities, and liabilities under the
law.

2. Essentially, the lawyer provides varorious general functions such as:
(a) researching the company records to determine if any past
actions violated ths law; (b) advising the client by explaining the
legal ramifications of various courses of action; (c) guiding the
client towards a judgment when evaluating the various courses of
action, and (d) representing the small businessperson by
communicating as a specialist, understanding the language of the
law, and acting as an agent of the business.

3. Although the previous general functions are also available to large
businesses, a lawyer can provide valuable assistance to the small
businessperson for specific services such as buying property, tax
planning, employer-employee relations and credit problems.

4. Generally, good business practice is to use lawyers for legal
advice, not business advice.

5. Although many small businesses consider legal services only when
their businesses are in trouble, consultation with a lawyer on
business operation* can help prevent legal problems in the future.
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Banking Services
1. A small businessperson should have a good working relationship

with a banker because the banker can provide financial services
important to the success of the business.

2. The banker who becomes involved in the small business is aware of
the business's financial position and can provide valuable
assistance concerning over all financial matters.

3. The banker, because of his/her position in the banking community,
can help provide credit information an the small businessperson's
customers.



Consultant Services
1. A management consultant can be a generalist by being familiar with

all phases of the administration of business; a management
consultant can be a specialist by having expertise only in certainareas.

2. A management consultant's prime objective is to detect trouble
spots in a business operation and to suggest ways of overcoming
them.

3. Management consultants can be costly; therefore, it is important to
clearly identify the problem to be solved. Full cooperation
regarding any changes must also be maintained.

4. A management consultant is objective in the analysis of thebusiness, and can rely heavily on specialized knowledge and
experience.



Other Assistance Information Sources for Small Business Owners
1. A trade association affiliated with the same type of business rindustry as the small business can provide valuable services such

as specific accounting systems, statistics for the industry, specialpublications, seminars and workshops, credit reporting, andspecialized technical advice.

2. The government is a tremendous business information source forsmall businesses. There are many governmental agencies thatprovide information. Some of the agencies and their services areas follow:,

A. Federal Reserve Banks --
economic conditions.

B. Internal Revenue Service
Small Business yearly.

C. U.S. Department of Commerce -- Publishes periodic censusdata of population, manufacturing, and business.
D. Small Business Administration -- Provides a thorough program

of management assistance which includes the following:

Provide reports on business and

-- Publishes the Tax Guide for

1. Conferences, workshops and courses.
2. Problem clinics (small group treatment of problems under

guidance of a qualified leader).

3. Individual counseling

a. SCORE (Service Corps of Retired Executivcs)
b. ACE (Active Corps of Executives)

4. Small Business Institute program (personal counseling
from faculty, senior and graduate students ofbusiness -- limited to SBA clients).



3. Other groups that can serve as information sources for small
businesses are as follows:

a. Chambers of Commerce

b. Credit Bureaus

, Better Business Bureaus

d. Suppliers and equipment manufacturers

e. Educational Institutions (research bureaus, libraries)



Accounting assistance and you

The services of
businessperson.
accountant can
which includes
Accountant with
Arizona.

lesson

8
Overview

an accountant can be invaluable to you as a small
This lesson focuses closely on the services an

provide. Of particular interest is the audio lesson
an interview with Judy Nichols, Certified Public

the accounting firm of Nichols and Nichols in Tempe,

Objectives

After reading the study guide assignmentand listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you hay.: gained the skills
described in the objectives. If you have difficulty with any objective,
review the study guide material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Describe the accounting services an accountant can provide for a
small business.

2. Describe the advantages of hiring an accountant for a small
business.

Getting Prepared

Reread all material provided in Lesson #7, "Specialized Assistance --
You Need It -- Where to Get It," in this study guide.

Summary of the Audio Lesson

Good financial records are important for the small businessperson
because they measure what the business has done and where it is
going. Most people realize that good financial records must be kept for
tax purposes. What they seldom realize, however, is that accurate
records are, also necessary when seeking financial assistance from a
lending insatution. Many banks and lending institutions evaluate the
businessperson's managerial ability by reviewing his/her financial
records.



An accountant can' provide such services as: (1) establishing the
accounting system, (2) training the manager to maintain the accounting
system, (3) preparing and interpreting financial statements, (4) giving
tax advice, (5) preparing tax returns, (6) assisting with tax planning,
and (6) giving general business advice regarding financing.

When selecting an accountant there are several criteria which you
should keep in mind. First, you should get a reference from other
small business people. Secondly, you should check to make sure thatthe accountant you select has good credentials. Anyone can call
himself/herself an accountant or a bookkeeper. Only Certified Public
Accountants and Public Accountants have educational and licensing
requirements. Third, the accountant should be willing to deal with a
business of your type and should have expertise in your area. Fourth,
the accountant should be conveniently located. Finally, you should
determine the kind and number of services the accountant can provide
for you and see a sample of his/her work.

If you decide to keep your own records, there are several important
tips which you should follow to insure your success. They are:

1. Keep a separate bank account for the business in the
business's name.

2. Do not co-mingle any business and personal transactions.

3. Deposit all receipts in the business account and identify
where the receipts came from (sales, loans, refunds, etc.).

4. Pay all expenses of the business from the business account.

5. Do not pay cash if you can avoid it. Write checks if at all
possible.

6. If you cannot avoid paying cash, keep a record of where the
cash came from (petty cash, out-of-pocket cash, cash
receipt), to whom it was paid, what it was paid for and the
amount. You should always get a receipt, if possible.

None.
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ADDITIONAL REVIEW QUESTIONS

1. How might you apply the ideas or concepts presented in the audio
lesson to your real or hypothetical business?

2. What key idea stands out in your mind which you may not have
been aware of prior to listening to the audio lesson?

3. Are there any important elements that were not mentioned in the
audio lesson? If so, what are they?



Legal assistance and you
lesson

9
Overview

In many phases of your business venture, some type of legal assistance
may be necessary. This lesson focuses on the services a lawyer can
provide and when it is critical for a small businessperson to consult a
lawyer. Of particular interest is the audio lesson which includes an
interview with David Swain, Attorney-at-Law with Burton Phelps and
McMahon, P.C. in Scottsdale, Arizona.

Objectives

After reading the study guide assignment and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the study guide material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Describe the types of legal assistance a lawyer can provide.

2. Determine when the advice of a lawyer is critical.

3. Describe the advantages of having a good relationship with a
lawyer.

Getting Prepared

Reread all material provided in Lesson #7, "Specialized Assistance
You Need It -- Where to Get It," in this study guide.

Summary of the Audio Lesson

There are several times when it is critical for the small businessperson
to contact a lawyer: when starting a new business, when dissolving or
selling a business and when buying an established business. Legal
advice can also be valuable when signing contracts, negotiating with
employees, reviewing franchising agreements, changing forms of legal
organization, settling disputes and when questions of liability arise.



Regardless of when you consult a lawyer, remember that he/she is notthere to tell you how to run your business. The lawyer can present
each available alternative to you and describe the legal consequences of
each alternative. You must make the final decision guided by thelawyer's advice and counsel.

When selecting a lawyer you should obtain references from otherbusiness people. You should also make certain that the lawyer iscompetent in your area of business. If you have difficulty finding alawyer with expertise in your business area, you should consult the
local referral service supported by the bar association.

Putting It All Together

SELF-QUIZ

None.,

ADDITIONAL REVIEW QUESTIONS

1. How might you apply the ideas or concepts presented in the audio
lesson to your real or hypothetical business?

2. What keT idea stands out in your mind which you may not have
been aware of prior to listening to the audio lesson?

3. Are there any important elements that were not mentioned in the
audio lessor.? If so, what are they?



Consulting assistance and you

lesson

10
Overview

At certain points in your business venture, you may find the services
of a management consultant helpful. This lesson looks at the type of
assistance a management consultant can provide, why you might need
the services of a management consultant, and the advantages of hiring
a management consultant. Of special interest is the audio lesson which
includes an interview with James Gore, Marketing Consultant with the
Phoenix Business Development Center.

Objectives

After reading the study guide assignment and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the study guide material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Describe the services a management consultant can provide.

2. Describe when it might be advantageous to use a management
consultant.

Getting Prepared

Reread all material provided in Lesson #7, "Specialized Assistance --
You Need It -- Where to Get It," in this study guide.

Summary of the Audio Lesson

Entrepreneurs cannot be experts in all areas of management.
Therefore, a management consultant can be a good source of information
for the small businessperson. The consultant sometimes acts as a
coach, sometimes as a counselor and sometimes as a devil's advocate.

- 51 -



Marketing is one of the major areas in which a management consultant
can be of assistance to the small businessperson. Once the business-
person's needs and objectives are determined, the management
consultant can assist him/her in compiling a demographic profile of
potential customers, identifying marketing strategies, and determining
the appropriate promotional method. Possible promotional methods
include: (1) personal selling, (2) yellow pages, (3) newspaper ads,
(4) trade journals, (5) magazine ads, (6) television ads, (7) radio ads,
(8) direct mail, (9) telephone solicitation and (10) flyers.

in addition to marketing assistance, the management consultant can also
advise the small businessperson in the areas of organization, planning,
identification of loan sources and identification of proper distribution
channels for the businessperson's product or service.

Putting It All Together

SELF-QUIZ

None .

ADDITIONAL REVIEW QUESTIONS

1. How might you apply the ideas or concepts presented in the audio
lesson to your real or hypothetical business?

2. What key idea stands out in your mind which you may not have
been aware of prior to listening to the audio lesson?

3. Are there any important elements that were not mentioned in the
audio lesson? If so, what are they?



The small business administration
lesson

11

Overview
The Small Business Administration (SBA) is a valuable resource for theentrepreneur. This lesson focuses on the types of services the SBAcan provide and the audio lesson consists of an interview withVince Tammalleo of the Phoenix Small Business Association.

Objectives
After reading the study guide assignment and listening to the audiolesson, you should be able to do the things described in the followingobjectives. Check yourself to see if you have gained the skillsdescribed in the objectives. If you have difficulty with any objective,review the study guide material and the Summary of the Audio Lessonincluded in this study guide chapter.
1. Describe the types of services available to the small business-person through the Small Business Administration.
2. Discuss the reasons why the Federal Government is interested inassisting small business.

3. Identify the times when it is advantageous for a small business-person to contact the Small Business Bureau.

Getting Prepared
Reread all material provided in Lesson #7, "Specialized Assistance --You Need It -- Where to Get It," in this study guide.

Summary of the Audio Lesson
Prior to World War II, the federal government recognized the need toincrease the productive capacity of small businesses in war time and theSmall Business Administration was conceived. In 1953 the SmallBusiness Act established the Small Business Administration (SBA) as adefined effort to provide support to small businesses on a nationallevel. The government has continued to support the SBA's efforts
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beauze: (1) small businesses are responsible for over 4( of theGrowl National Product, (2) new products and services are usuallydeveloped by small business, (3) there is a steady increase in employ-ment opportunities within small businesses, and (4) small businessescannot afford access to managerial expertise on a full-time basis as canlarge businesses.

There are fon major types of services available through the SmallBusiness Administration.

1. Financial Assistance Division: This division of the SBA givespotential small buiWrsons and current small business
owners assistance in obtaining financing. The SBA can assistthe small businessperson in preparing the loan package forapproaching a bank, can guarantee the banks loan and, in
some cases, can make direct loans to the small businessperson
when financing through a bank is not possible. The SBAdirect lending program is aimed at special constituencies and
the amount of funds is limited.

2. Management Assistance Division: This SBA division provides
counseling and training in a variety of ways. SCORE(Service Corps of Retired Executives) volunteers assist thesmall businessperson on a one-to-one basis in various areas ofplanning and organization. The Small Business Institute(SBI) operates through four-year post-secondary, institutionswhere juniors, seniors and graduate students serve asmanagement consultants for the small businessperson. ACE(Active Corps of Executives) counselors are members of
national organizations who have agreements with the SmallBusiness Association and are identified with the local SBA.

3. U.S. Government Opportunities Division (Procurement Assis-tance): This SBA division provides opportunities for smallbusiness to work directly with the government or on a
subcontracting basis with large firms.

4. Minority S Develo ment Divi-sion: This via on o e SBA was este. s e y ngressto provide assistance to socially and economically disadvan-taged individuals who want to own and operate smallbusinesses and to participate in government contractingopportunities.

On the local level, there are over 100 SBA offices located in all fiftystates, Guam and Puerto Rico. These local offices offer services freeof charge and co-sponsor many programs which are available to thesmall businessperson on a cost-recovery basis. In addition, the SBA isactive on a national level through the Office of Advocacy, which was

Business Ca ital Ownershi
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established by Congress to represent the interests of the smallbusinessperson. The Office of Advocacy maintains ongoing communica-tion with all governmental agencies to make the needs of the smallbusinessperson known.

Putting It All Together

SELF-QUIZ
None.

ADDITIONAL REVIEW QUESTIONS

1. How might you apply the ideas or concepts presented in the audiolesson to your real or hypothetical business?

2. What key idea stands out in your mind which you may not havebeen aware of prior to listening to the audio lesson?

3. Are there any important elements that were not mentioned in theaudio lesson? If so, what are they?
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Banking assistance and you
lesson

12
Overview

The small businessperson needs many different types of financialservices. This lesson focuses on the financial services a bank canprovide and the importance of having a good working relationship witha banker. Of particular interest is the audio lesson which consists ofan interview with Larry Davis, Vice President and Manager of TheArizona Bank, East Mesa Office.

Objectives
After reading the study guideassignment and listening to the audiolesson, you should be able to do the things described in the followingobjectives. Check yourself to she if you have gained the skillsdescribed in the objectives. If you have difficulty with any objective,review the study guide material and the Summary of the Audio Lessonincluded in this study guide chapter.

1. Identify the financial services that a bank and a
provide the small businessperson.

2. Describe the advantages of having a good working
with a banker.

banker can

relationship

Getting Prepared
Reread all material provided in Lesson #7, "Specialized Assistance --You Need It -- Where to Get It," in this studs guide.

Surreavy of the Audio Lesson
There are a variety of banking services which are available to the smallbusinessperson. These services include:

1. Operational Services -- checking accounts and savings
programs Th-fria--Tiiig term and short term).



2. Lending Services -- loan acquisition for business and personal
reasons.

3. Corporation Services Department -- services such as lock box
services and credit card services which assist the business-
person with day-to-day activities.

4. International Departments -- foreign exchange, government
guarantees, etc. for businesses whose activities cross
international boundaries.

5. National Departments -- services for businesses whose
activities cross state lines.

It is important for you as a small businessperson to develop a good
working relationship with a banker. As the banker becomes more
familiar with what you are doing, he/she can more easily understand
your needs and requirements.

Your banker can advise you in many areas of business but it is
important to remember that he/she cannot tell you what you need.
Your banker is there to assist you alter you have determined what your
needs are. In determining these needs you should ask yourself the
following questions:

1. Why do I need the money?

2. How much money do I need?

3. When do I need the money?

4. For how long do I need the money?

5. Where can I obtain the money?

6. How can I repay the money?

There are three major types of loans available to the small business-
person. The "long-term loan" is usually secured with real estate and,
in the case of residential real estate, matures in thirty years. The
"commercial loan" has a maturity of twelve months or less; while the
installment loan" has a maturity of two to fifteen years.

Your banker can help you decide what type of loan will benefit you
most and what kind of repayment method is favorable. Before the loan
is made, however, you will be required to personally discuss the loan
with your banker and provide him/her with written information about
yourself and about your business. Some of the questions your banker
may ask are:
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1. How did you determine your needs?

2. What are you going to buy?

3. Why do you need it?

4. What is it going to do for your business?

5. Hnw is it going to generate more profit?

6. How do you plan to repay it as a result of new revenue?

In considering your loan request, the banker may use the G C's which
are Rules of Thumb in Lending. They are:

Character

Capacity

Colla teral

-- you credit history and your willingness to repay
the debt.

-- the general condition of your business and your
ability to service he debt.

-- what is used to secure the debt.

Uapital -- the amount of more requested.

Circumstances -- general economic conditions .

Coverage -- the loan-to-collateral value .

Good financial management is one of the keys to success in any small
business. The following are tips for good financial management:

1. Plan capital requirements.

2. Be realistic in your plans.

3. Balance your debt and equity .

4. Maintain adequate working capital.

5. Keep yourself up-to-date in your industry.

6. Maintain proper inventory levels and control.

7. Develop a good banking relationship .

8. Do not borrow more money than you need.

- 58 -



Putting It All Together

SELF-QUIZ

None.

ADDITIONAL REVIEW QUESTIONS

1. How might you apply the ideas or concepts presented in the audio
lesson to your real or hypothetical business?

2. What key idea stands out in your mind which you may not have
been aware of prior to listening to the audio lesson?

3. Are there any important elements that were not mentioned in the
audio lesson? If so, what are they?



How much capital do you need
to get you started ?

lesson

13
Overview

When you go into business, an important concern is the amount ofcapital you will need to start and run your business. Once youestimate the amount of capital you need, you will then have to identify
sources of capital for your business. This lesson will focus on:(1) the importance of estimating the amount of capital required to startup and maintain business operations; (2) the sources of equity capital;and (3) the sources of long term funds.

Objectives
After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skillsdescribed in the objectives. If you have difficulty with any objective,review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. .stimate the amount of capital required to start up and maintain
business operations.

2. Identify and discuss sources of equity capital that might be used
to start up and maintain business operations.

3. Identify sources of long term funds.

Getting Prepared
Read Chapters 8 and 19, pages 103-114, 304-317, in Small BusinessManagement, 5th edition. Be sure that you read the summaries and
discussion questions provided in these chapters. Read all Supplemen-
tary Material for this lesson, found in this study guide, pp. 65-6°.



Summary of the Audio Lessson

In this audio lesson, the word "capital" refers to the total amount of
funds employed in the firm. "Equity capital" refers to the owners
contributions, and "debt capital" refers to those funds provided by
creditors. A new business needs capital for the following purposes:
(1) to cover promotional and initial expenses, (2) to provide working
capital, and (3) to acquire fixed assets. Initial expenses may include
such things as installation of equipment, utility company fees, licenses
and permits; any expenses associated with starting up a business.
Working capital typically consists of money invested in cash, inventory,
or accounts receivable. Fixed assets are permanent assets that areused to produce a product ur to offer a service and typically include
land, buildings, and equipment.

As a new entrepreneur, you should have detailed financial estimates or
projections for the business in order to plan for financial needs. You
should include the following in your projections:

1. A capital expenditures budget which lists planned purchases or
physical improvements.

2. A projected income statement which shows estimated operating
expenses such as rent, labor, and supplies subtracted from a
realistic estimate of that period's net sales.

3. A cash flow projection which estimates actut.41 (rather than
projected) cash surplus or deficit for each period.

4. A projected balance sheet which includes the capital expenditures
budget, a projected income estimate, and estimated cash tlow. The
projected balance sheet also identifies the ideal balance between
these elements.

These projections should be made on a monthly basis during the fir? I.
year .)f business. These four estimates give you an overall perspective
of the financial needs of your business and give you a guide to follow
in the following years.

Equity capital is the owner's contribution to the business. Sources of
equity capital in a sole proprietorship are limited to the owner's
personal savings, securities or real estate. In a partnership, the same
is true, but all partners may contribute. A corporation gets its equity
capital from selling shares of stock. Other sources of equity capital
include nonprofessional investors, such as relatives or friends, and
venture capital groups who buy shares of stock. Small Business
Investment Companies (SBICs) and Minority Enterprise Small Business
Investment Companies (MESBICs) are two examples of privately owned
venture groups eligible for federal funds to boost small business and,
thus, provide a source of equity capital for corporations. Another
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group that provides equity capital consists of State Business and
Industrial Development Corporations (SBIDCs). Owners of these
development corporations are usually oil companies, utilities, or large
retail chains. Although equity capital is available from all of these
sources, the major source of equity funds is retained or reinvested
capital which is taken from earnings then put back into the business.
This is a conservative approach to financing because there is no risk of
losing management control.

Financial estimates and sources of equity capital are essential elements
in securing a successful outcome for your business. How well you
detail and plan for your financial needs and resources will determine
the actual well being of your business.

Putting It All Together

SELF-QUIZ

Do the review questions found on pages 45-46, 113-114, in the Student
Supplement for Small Business Management, 5th edition. After com-
pleting the review questions, check your answers with those given on
pages 177 and 179 of the Student Supplement.

ADDITIONAL REVIEW QUESTIONS

1. For what purposes is capital typically used in new and ongoing
businesses?

2. Who might prospective entrepreneurs contact to help make
estimates of capital required for their particular busineF:: _o more
realistic?



3. What is equity capital? How and where does it appear on the
entrepreneur's balance sheet?

4. What is the risk associated with equity capital?

SUGGESTED ACTIVITIES

1. Contact your lo^al Small Business Administration office and ask
what equity funds are available. How does an entrepreueur,

If': for such funds?

2. Vlsit ;1. successful small lusiness in your community. .Asx the
.eneral details -iout how he or she financed start-up

What sourrf..9 of funds are used now for maintaining

3. List and briefly aeft,:ribe sources of equity funds available to the
small business crL.:reneur.



4. Assume that you are thinking about opening a hardware store.
You estimate that your annual net sales will be about $100,000.To help estimate expenses, you checked with your trade associa-
tion and read Ratio Analysis for Small Business listings. Youfound that in your line of business cost of goods sold is typically66.05 percent of sales, owner-manager salary is typically 7.15percent of sales, etc. You have started to prepare a projected
income statE!mcnt using ratios to estimate expenses.

What is your estimated net profit for Year 1?

PROJECTED INCOME STATEMENT

Percent of Sales

Saies
Cost. cl goods Sold
Crass Profit

Operating Expenses:
Salary Expense 16.75
Postage & Office Supplies .40
Advertising & Promotion 1.55
Donations .05
Telephone .30
Accts. Receivable Losses .15
Delivery Expense .50
Depreciation .60
Rent 2.70
Repairs .10
Utilities .80
Insurance .80
Taxes (Excluding Fed. Income) 1.10
Interest on Loans .05
Miscellaneous Expense 1.20
Total Expenses

100.00
66.05
33.95

27.05

Net Profit Before Taxes 6.90

Projection

$100 , 000
66 ,050

$ 33,950



SUPPLEMENTARY MATERIAL

Projected Income Statement
Fun Fashions , Year One

Net Sales $150,000
Cost of Goods Sold 80,000Gross Profit V-70,000

Operating Expenses:
Depreciation $ 7,000
Payroll 16,000
Payroll Taxes & Fringe Benefits 2,000
Management Salary 20,000
Supplies 500
Miscellaneous Contract Expense (Cleaning,

Trash, Extermination, Equipment Rental) 1,000
Advertising & Promotion 4,000
Utilities 2,000
Telephone 400
Legal & Accounting Fees 1,000
Repair & Maintenance 2,000
Taxes, Licenses, & Fees 2,000
Insurance 2,000
Postage & Freight 1,000
Dues & Subscriptions

Total Expenses $ .61 000

Net Profit Before Taxes $ 9,000
Federal Income Taxes (Corporation Only) 2,000Net Profit `dud*

-

*Note: Net Profit transfers to Projected Balance Sheet.



Projected Cash Flow Statement

Fun Fashions , Year One

M A M T I AS 0 N D

Cash in Bank (Start of Month)$ $ $ $ $ $ $ $ $ $ $ $

Petty Cash (Start of Month)
______. _______

Total Cash

Expected Cash Sales

Expected Collections

Other Money Expected

Total Receipts

Total Cash & Receipts

malampRINNN ,==.1.1-- edommrawb.m
4.1., wwwIftma.m1M w.IMINNIMMINPI

AMMIMIM.0.. aNNOW.,.." .1.1MIM111...MWMP 11...1.

All Disbursements (for month)

EMMUm erpm0.

Y N.` =lyMO MMII.Mn .
10.11. 11MIIIMO. IMIMIro

Cash Balance at End of Month $ $ _____ $ $ $ $ $ *$17,000,.=a011Wom. ilas....= .....

*Note: Cash Balance (End of Year) transfers to Projected Balance Sheet for End of Year.

Adapted from: "Business Plan for Retailers"
(Washington, IC.: Small Business Administration), Small Marketers Aid No. 150.



Projected Balance Sheet
Fun Fashions for End of Year One

ASSETS

Current Assets:
Cash $17,000
Accounts Receivable 15,000
Inventory & Supplies 21,000
Total Current Assets $53,000

Fixed Assets:
Buildings 72,000
Equipment 18,000
Total Fixed Assets 90,000

Total Assets $143,000

LIABILITIES & OWNERS' EQUITY

Current Liabilities:
Accounts Payable $ 1,000
Note Payable to Bank 4,000
Taxes Payable 9,000
Total Current Liabilities $14,000

Long Term Liabilities
Loan Payable to SBA 50,000

Total Liabilities $ 64,000

Owners' Equity:
Common Stock 72,000
Retained Earnings 7.000
Total Owners' Equity 79,000

Total Liabilities & Owners' Equity $143,000



Selected Sources of Capital

TYPE OF MONEY SOURCE

Equity

Debt

Sole Proprietorship
Partnership
Corporation
Nonprofessional Investors
Venture Capital Groups
SBICs
MESBICs
SBII)Cs
Retained Profits

Commercial Banks
SBA
Life Insurance Companies
Savings and Loan Associations
Leasing Companies
Commercial Finance Companies
Inventory and Equipment Suppliers
Personal Finance Companies



lesson

Additional capital Where to get it 14

Overview

Many times the small businessperson will overlook a very important
aspect of the planning process: business forecasting. Business fore-casting looks at the probable course of business activity and company
sales which is an essential starting point for short and long range
budgeting. This lesson looks at the importance of business forecastingand budgeting, the sources of debt capital, and the sales volume
necessary to break even.

Objectives
After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if yuu have gained the skillsdescribed in the objectives. If you have difficulty with any objective,review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Describe the importance of business forecasting and budgeting.
2. Identify and discuss the sources of debt capital that might be used

to start up and maintain business operations.

3. Estimate the sales volume required for business opera is to break
even.

Getting Prepared

Review Chapter 8, pages 104-114, and read Chapter 20, pages 330-331and Chapter 21, pages 335-351, in Small Business Management, 5thedition. Be sure that you read the summaries and discussion questionsprovided in these chapters. Read the Supplementary Material for this
lesson, found in this study guide.

Summary of the Audio Lesson

Debt capital is capital provided by creditors. There is usually aninterest charge on this borrowed money and the lender has no owner-ship control. If you are thinking of obtaining debt capital, there are
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many sources. Commercial banks provide various types of financing
such as commercial loans, term loans, bank credit cards, equipment
financing and leasing, real estate loans, and inventory financing. The
Small Business Administration caters to businesses that have difficulty
obtaining bank loans. However, they hzve a ceiling on the amount of
the loan because of the somewhat r:sk of the prospective
borrower. There are also other that will lend you money.
These include leasing companies, 'vial finance companies, life
insurance companies, and savings and ,c.ri associations.

When considering your capital needs, a useful devise is a break-even
analysis which specifies the relationship between fixed and variable
costs and sales revenue at different levels of operation. An accurate
break-even analysis is useful because: (1) it tells you the probable
level of output needed to cover the expense of being in business, (2) it
gives you an estimate of the effect of expansion or contraction of sales
volume on profit, and (3) it helps you analyze the prospects of
decreasing variable and fixed costs, increasing sales prices, and the
number of units which must be sold to increase profits.

Whether you choose to finance your business through equity capital
alone or to use debt capital as well, you should do a break-even
analysis. It serves as a guide to planning your business expenditures
and profits.

Putting It All Together

SELF-QUIZ

Do the review questions found on pages 125-126 in the Student Supple-
ment for Small Business Management, 5th edition. After completing the
review questions, check your answers with those given on page 179 of
the Student Supplement.

ADDITIONAL REVIEW QUESTIONS

1. What is debt capital? How and where does it appear on the
entrepreneur's balance sheet?



2. how would trade credit be listed on an entrepreneur's balance
sheet? How would it be listed on a supplier's 1-alance sheet?

3. Compare the risk associated with debt capital to that associated
with equity capital. Considering anly risk, which would youprefer to ase? gat other factors car you think of that might
influence your decision to use debt versus equity capital?

4. What are the potential sources of funds for small business owners
who choose to use debt financing?

5. What are the two sources of debt capital most often used by small
business entrepreneurs? Why is this so?

6. What is a break-even analysis? What are its uses?

7. To use a break-even analysis, the entrepreneur must think in
terms of sales revenue, fixed expenses, and variable expenses.
Briefly, what are each of these?

8. What things are portrayed on a break-even chart?



9. Suppose you plan to open a store. You estimate your fixed
expenses for the first year at about $9,000. You believe your
variable expenses will be about $700 for every $1,000 of sales.
Using the break-even formula, what is your estimated break-even
point in sales dollars?

SUGGESTED ACTIVITIES

1. Contact your local Small Business Administration office and ask
what types of loans are available. Find out how an entrepreneur
can qualify for such financing.

2. Visit a local commercial bank branch. Ask what types of loans are
available to small businesses and what each type of loan requires
cf the entrepreneur.

3. List and briefly describe sources of debt capital available to the
small business entrepreneur.

4. Using the information and directions given below, prepare a break-
even chart. (You can use the Break-Even Chart Worksheet on
page 74 of this study guide.)

(a) Assume that you are seriously thinking about leasing space in
a shopping center to open a gift shop. You want to know
how many gifts you must sell on the average p^r day before
you begin to make a profit.

(b) On the Break-Even Chart Worksheet:

(1) Draw a straight line parallel to the horiuntal axis to
show fixed costs which would be the same regardless of
the numberCraifts you sold.

(2) Draw a second line beginning at the fixed ci.st point on
the vertical axis and increasing at the ..ite of $.40 per
$1.00 of sales. This line shows total costs.
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(3) Draw a straight line beginning at zero and increasing at
the rate of $2.50 per average gift to show total sales
revenue.

(4) Draw a dot where the total cost and total sales revenue
lines intersect -- labeling it "break-even point". Shade
and label profit and loss areas.

(5) Draw dotted lines from the break-even point down to the
horizontal axis and across to the vertical axis.



BREAK-EVEN CHART WORKSHEET #1

SALES REVENUE
AND EXPENSES
N DOLLARS
PER MONTH

$20,000

$15,000

$10,000

$ 5,000

$0

0 2,000 4,000 6,000 8,000

NUMBER OF GIFTS PER MONTH

10,000

SC
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5. Use Teak-even chart you just constructed to answer the
following Llstions:

(a) Your g _)re would begin to make a profit when it
brought 1;. w much monthly sales revenue? Or sold
how many per month?

/,b; Your gift store vs.rpaid begin to make a profit when it
sold about how many gifts per day?

(c) i,ssurne you could maintain current variable costs and
sales prices while reducing your fixed costs by closing
the store on Sunday afternoons. Would you need to sell
more or fewer gifts per month to br .ak even?

) Assume you could maintain current fixed casts and sales
prices. if your variable costs were to increase for some
reason would need to sell more or fewer gifts per
month to break 0.7,1era

(e) Assume you could increase sales while maintaining
current f':,ed costs and variable costs. In which
direction id your break-even point move?



SUPPLEMENTARY MATERIAL

Example of a Breakoven Chart

SALES REVENUE
AND EXPENSES
IN DOLLARS

$40.000

$30,000

BREAK-EVEN
$20,000 POINT

$10,000

$0

TOTAL SALES
REVENUE LINE

T-2-676 ----66,800 75 )00 10,000 >

NUMBER Ur UNITS

VARIABLE
EXPENSE

FIXED
EXPENSE
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lesson

Finding the right site for 15
your business

Overview
Choosing the right location for your business can be a major factor inits success or failure. This lesson looks at the factors to consider inchoosing a geographical area such as a city or town; the factors to
consider in choosing an area within a city or town; and the process ofidentifying a specific location for a business.

Objectives
After reading the textbook assignments and listening to the audiolesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skillsdescribed in the objectives. If you have difficulty with any objective,review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Determine factors to consider in selecting a town, city or geo-
graphic area for a business.

2. Determine factors to consider in
town or city for a business.

3. Identify a specific site to locate a

choosing a particular area of the

business.

Getting Prepared
Read Chapter9, pages 115-128, in Small Business Management, 5th
edition. Be sure that you read the summaries and discussion questionsprovided in this chapter. Read all Supplementary Material for thislesson, found in this study guide.

Summary of the Audio Lesson

The factors to consider in choosing a location for your business will
vary with the type of business. For example, an owner of a
manufacturing business must consider its proximity to suppliers and
customers, labor and power costs, and local taxes and regulations.The owner of a retail business, on the other hand, must consider its
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location in regards to local traffic patterns, parking availability,
neighboring institutions and businesses. Usually the choice of a
general geographic area, town or city is influenced by: (1) personalfactors, (2) economic factors especially concerning the trading area in
which you are interested, (3) population trends and purchasing powerwithin that particular area, and (4) the strengths and/or weaknesses of
the competition.

Once you have chosen a geographic area or community for yourbusiness, the next step is to identify the general location within that
community. Selecting a retail or service location depends on the typeof shopping area for which you are looking. You have a choice of
selecting a central shopping or downtown district area, a location on a
major traffic route, or a suburban shopping district. For a wholesaler,
the considerations for a general area within a community include the
local market locations, diversified industry, and a lack of competition
from other wholesalers. Because of the expenses involved in
relocating, manufacturers generally need to consider future conditions
within a locality rather than present costs.

In choosing a specific location, a number of factors must be considered.
Amount of rent, the accessibility of the business, cost of warehouse
space (in wholesaling), taxes, and availability of employees are only afew of these factors.

Taking the time to go through a thorough site selection process will
allow you to increase your odds for succeeding in business. You can
anticipata problems and avoid them with adequate information about your
prosy :live location.

None.

Puttirig It All Together

SELF-QUIZ

ADDITIONAL REVIEW QUESTIONS

1. How can the size of a trading area be estimated?



2. Discuss each of the following statements:

(a) It is sound judgment to locate away from your competition.

(b) An area with sporadic income pattns and high unemployment
would be a poor location for any . iness.

(c) Good service is the prime customer or clientele consideration,
not store location.

3. What types of stores benefit most from locating near their
competition?

4. What market do downtown stores and service businesses serve?
Why?

5. Why are long-range factors more important to a new manufacturer
than to a retailer or service business?

6. When selecting a location, why would a retail or service business
consider different factors than a wholesaler or manufacturer?

7. What is meant by the accessibility of a business firm?



SUGGESTED ACTIVITIES

Using the type of business you have selected (if you have not already
selected a specific type of business, choose a hypothetical one),
determine the following:

1. Identify the town, city or geographic area in which you plan to
locate. Discuss your personal reasons for locating there.

2. Collect various pieces of information on the economic character-
istics, the population trends and the purchasing power of this
area. (Obtain from the Chamber of Commerce).

3. List information on what you consider your major competition to
be.

4. Identify the factors of information you would consider in choosing
a particular area of the town, city, or geographic area. Be
specific!

5. Identify a specific location and describe. other areas you considered
for your business, but chose not to select. Describe why this site
location is best for your business.



SUPPLEMENTARY MATERIAL

Site Analysis Checklist

Before deciding on the site for your business, ask yourself the
following questions. The answers to these questions should serve as a
guide in your decision-making process.

A. What are the population characteristics?
1. What predictions are being made about the population for the

community?
a. It is growing
b. It is large and stable
c. It is small and stable
d. It is declining

2. Which term best describes the income d!stribution of the
community?
a. Mostly wealthy
b. Wealth well distributed
c. Mostly middle income
d. Poor

3. What kind of housing arrangements do most permanent
dwellers have?
a. Own homes
b. Pay substantial rent
c. Pay moderate rent
d. Pay low rent

B. What economic factors are involved in the community?
1. How established is the neighborhood?

a. Old and well established
b. Old and reviving
c. New and promising
d. Recent and uncertain

2. How diversified are the businesses in the community?
a. Many and varied kinds of businesses
b. Many of the same type of businesses
c. Little variety
d. One major industry

3. What is the major industry source?
a. Manufacturing
b. Farming
c. Retailing

4. How stable is the community?
a. Very stable
b. Satisfactory
c. Moderately stable
d. Fluctuates widely



5. What is the growth trend of the area?
a. Highly satisfactory
b. Satisfactory
C. Static
d. Declining

6. What is the future of the community?
a. Most promising
b. Satisfactory
c. Uncertain
d. Doubtful

C. What are the community characteristics?
1. How would you describe the overall appearance of the city?

a. Homes are neat and clean
b. Homes are rundown and shabby
c. Lawns, parks, streets and other public areas are clean

and attractive

2. Are there adequate support facilities for your business needs?
a. Banking
b. Utilities
c. Professional services
d. Transportation

3. Are there adequate facilities for your personal needs?
a. Schools
b. Churches
c. Amusement centers
d. Medical and dental services

D. What is the competition like?
1. How many competing stores are in the area?

a. Too many
b. Many
c. Average
d. Few

2. How would you classify the competition?
a. Old and well-established
b. Average
c. Unattractive

3. How many chain stores are in the community?
a. Many well-established chains
b. Average number
c. Few chains
d. No chains



4. How many chain stores are located in close proximity to your
proposed site?
a. On the same block
b. On the same Ode of the street
c. Across the street
d. Next door

5. How many independent stores like yours are located in the
area?
a. On the same block
b. On the same side of the street
c. Across the street

6. What type of management does the competition have?
a. Alert and progressive
b. Above average
c. Average
d. Slow to change

E. What are the characteristics of the physical plant?
1. How adequate is the physical plant for your needs?

a. What is the square footage of the facility?
b. Is the building shape conducive to your needs?
c. Is there adequate frontage space?
d. Is there adequate air conditioning?
e. Is there adequate lighting?
1. In what condition is the building?
g. Is there adequate display space?

2. How would you characterize the traffic flow past this s!te'P
a. Sex
b. Average age
c. Destination
d. Number of passers-by
e. Automobile traffic count
f. Peak hours of traffic flow
g. Percent location of site

3. What kind of parking is available?
a. Large and convenient
b. Large enough but not convenient
c. Convenient but small
d. Completely inadequate

4. Are there any things you world consider to be unfavorable
about this location?
a. Cemetery nearby
b. Hospital nearby
c. Undertaker nearby



d. Playground nearby
e. Poor sidewalks and pavement
f. Fire hazards
g. Vacant lot no parking possibilities
h. Unsightly ne.ighboorhood buildings

5. How many vacancies are in the neighborhood?
a. On the same side of the street
b. Across the street
c. Next door

6. How is the specific location situated on the city block?
a. Corner location
b. Middle of the block
c. Best side of the street
d. Worst side of the street

7. Are there any professional people with offices located in the
block?
a. Doctors
b. Dentists
c. Lawyers
d. Other



lesson

Outside resources for site selection 16

No matter what type of business you are in,
resources to help you in choosing the right location
This lesson focuses on the sources of outside help
when selecting a site location.

Overview

there are outside
for your business.
which you can use

Objectives
After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objective. Check yourself to see if you have gained the skills
described in the objective. If you have difficulty with the objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Identify the sources of outside help available to the entrepreneur
seeking to choose a business location.

Getting Prepared

Review Chapter 9, pages 115-128, in Small Business Management, 5th
edition. Be sure that you review the summaries and discussion
questions provided in this chapter.

Summary of the Audio Lesson

There are many sources of outside help for you to consult when you
are looking for the right location for your business. Bankers have
access to published reports on retail trade, business establishments,
income, employment and many other areas. They can be a great source
of information and assistance. Chambers of Commerce also can be of
service in recommending desirable locations within a certain area.
Trade associations and government agencies such as Smali Business
Administration provide services in site selection. Commercial realtors
offer site location information on industrial parks and other commercial
realty for lease or purchase. Other sources of information include
railroads and utility companies which offer information on the
availability and cost of transportation, water, power, fuel and
telephone.

- 85 - ,



Each of these sources can be very useful to the new entrepreneur.
Since each source has a different perspective and a different interest,
it may be wise for you to seek out more than one source to get
differing opinions on your intended site before committing to it.

Putting It All Together

SELF-QUIZ

Do the review questions found on pages 51-52 in the Student Supple-
ment for Small Business Management, 5th edition. After completing the
review questions, check your answers with those given on page 178 of
the Student Supplement.

ADDITIONAL REVIEW QUESTIONS

1. What are the possible sources of outside help in the choice of 1 our
business location?

2. What are the advantages of utilizing outside help in your choice of
location?

3. Why, would outside sources be interested in assisting you with the
choice of location for your business? (For example, why would a
bank be interested in assisting you?)
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SUGGESTED ACTIVITIES

1. Visit the economic department of your local bank, and ask them to
assist you in your site sr.:action. (If you are not really selecting
a location, use your hp.,zthetical business, and explore location
possibilities).

2. Visit your local Chamber of Commerce, and find out what types of
location assistance they can provide.

\+.



lesson

Your facility Building 9 equipment 17
and layout

Overview

Once you decide on the site for, your business, there are many things
to consider about the actual building, its layout and the equipment you
will need. This lesson looks at the ways in which to evaluate a facility
for a business, the most effective layout for a business, the equipment
needs for a business, and the criteria for creating an effective business
image through your building's appearance.

Objectives

After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to pee if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Determine the information needed to evaluate a building (physical
facility) for a business.

2. Identify the equipment needs for a business.

3. Determine the most effective physical layout for a business.

4. Describe the necessary criteria needed to create an effective
business image through the physical appearance of the building
and its layoQt.

Getting Prepared

Read Chapter 10 pages 129-166, in Small Business Management,
5th edition. Be sure that you read the summaries, discussion questions
and case studies provided in this chapter.
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Summary of the Audio Lesson

When selecting a building or physical facility for your business, you
should consider the nature or function of the business, the actual
physical condition, the exterior appearance, and utilities such as
lighting, plumbing, etc. The building you choose should be able to be
physically set up for your particular business. It should provide for
the safety of your customers as well as promote the business by its
appearance.

The term equipment refers to those items necessary to complete the
selling and non-selling functions of a business excluding the bulking,
people, and merchandise or materials. Your decision to purchase or
lease equipment depends on the type of business you have and the
equipment you think you will need. Once you decide on the type of
equipment you need, you should consider the most efficient use of that
equipment in the physical layout of your facility. An effective physical
layout provides for the maximum use of the building itself and
reinforces the purpose of the business. For example, in retailing,
designing the layout to maximize sales is of the utmost importance.

An important consideration in selecting a facility is its appearance.
This is the first identification customers will make with your business,
and their initial impression could help or hinder your business venture.
The outside appearance of your building should attract customers while
the inside layout and decor should reinforce the customers' impression
of your product or service.

The physical facility you select has a great bearing on the effectiveness
of your business operation. It can attract customers, maximize
production or sales, and create a useful business image to the public.

Putting It All Together

SELF-QUIZ

Do the review questions found on pages 57-58 in the Student Supple-
ment for Small Business Management, 5th edition. After completing theeFiWevTqlWranswers with those given on page 178 of
the Student Supplement.
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ADDITIONAL REVIEW ('QUESTIONS

1. Should a manufacturer or wholesaler place as much emphasis on the
building front as the owner of a retail store does?

2. What factors must be considered when evaluating a building for a:
a. Retail Business?

b. Service Business?

c. Wholesale Business?

d. Manufacturing Business?

3. What are some of the various types of equipment needed for a:
a. Retail Business?



b. Service Business?

c. Wholesale Business?

d. Manufacturing Business?

4. What are some of the factors necessary to consider when arranging
the equipment in a building?

5. What layout factors influence each of the following businesses?

a. Retail Business

b. Service Business



c. Wholesale Business

d. Manufacturing Business

6. How important is the physical appearance of a building forcustomer attraction?

SUGGESTED ACTIVITIES

1. List the factors you would consider when evaluating a building foryour business.

2. Draw a sketch of your building. Include a supplementary sketch
showing the front of the building.

3. Estimate the cost of your building in terms of monthly payments.
Include the costs of utilities and maintenance.
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4. Develop a list of the various types and amounts of equipment
needed for your business. Include the costs of each. Survey a
business similar to what you plan to open as a source of
information.

Type of Equipment Number Needed X Unit Cost = Cost

$

5. Prepare a diagram of the layout for your business by investigating
the layout of businesses similar to yours. Also, contact
equipment, furniture and fixture manufacturers or distributors for
layout assistance.

Use graph paper to complete your diagram.

6. Describe in detail the physical appearance of your building and the
image it would project.



The government and you
Regulation and taxes

lesson

18

Overview

Before you can start your new business, there are many factors to
consider. This lesson focuses on: (1) the importance of contracts to
the small businessperson, (2) the necessity for operating permits and
licenses and (3) the tax liability of a business.

Objectives

After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Describe the importance of contracts to the small businessperson.

2. Identify the necessary operating permits and licenses needed to
start a business.

3. Describe the tax liability of a business.

Getting Prepared

Read Chapters 24 and 25, pages 412-442, in Small Business Mane ement,
5th edition. Be sure that you read the surrees, discussion questions
and case studies provided in these chapters as well as the Supple-
mentary Materials provided for this lesson in this study guide.

Summary of th Audio Lesson

Licensing contracts have a great effect on small business. The degree
of regulation varies with the type and location of your business.
Licensing regulations are designed to offer protection for the public's
health, safety, and welfare. Since licensing regulations vary from state
to state, and locality to locality, you should check with your state,
municipal, and county authorities to get the licensing requirements for
your business. Most licenses require a fee payment and a written
application.
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The prioupxy tax responsibility of a small business is to pay all lily
required taxes and there are many kinds of business taxes. Every
small business must pay federal taxes which include individual or
corporate inmate taxes, employment taxes. axial security taxes, excise
taxes and customs taxes. The three MIDI state taxis a small business-
person must pay are unemployment taxes, income taxes, and sales tax.
In addition, the state may also have capital stock taxes, premium taxes,
incorporation fees, and death taxes. The third major type of taxation
is local. Usually, local taxes mullet of real estate taxes, personal
property taxes, and taxes on gross receipts of business. Some larger
cities also have an income tax.

Since tax laws and regulations are complex, it is important for you to
utilise the services of a tax advisor or competent accountant to prevent
costly mistakes and to save money.

In addition, to paying your taxes, you should be aware of tax planning
and tar management. Tax management moans that you know the kinds
of taxes you need to pay, how much they are, and when they are disc
Tax planning means you will have the funds when you need them. In
order to run your business successfully, you need to be on top of all
licensing and tax liabilities and regulations.

Do the review questions found
Student Su t for Smell 8

Putting It MI Together

sa.r-wg
pages 143 and 149-150 in the

1, Sth edition. After
your ailment with those given

on pages 179 and 100 of the Student

AD ITIOPS EVALS;rIONS

1. In what ways do government regulations and requirmw2rits restrict
business activity?

a. Federal level

b. State level

95
?"46



c. Local level

2. What is OSHA? Why is it bnportant to a business?

3. Why are government regulations necessary for business?

4. Should there be a local government regulation concerning business
partidpation in commurdty affairs?

5. What are some alternatives, beside taxation, for governments to
raise money?

6. Now are federal taxes spent by the U.S. government?



SUGGESTED ACTIVITIES

For your business, complete the following:

1. List the required licenses or permits.

2. Describe the local zoning law requirements for your location.

3. List all applicable building codes.

4. List all the various taxes for which you will be responsible.
Include Federal, State, and local tax liabilities.

-99-



BUSINESS ACTIVITY

ASSET ACQUISITION

SUPPLEMENTARY MATERIALS

Tax Effects in Business Activities

TAXES PAID ON INVENTORIES

ARE BASED ON THE VALUE OF

THE INVENTORY. SELECTION OF

FISCAL YEAR-ENDING TO

COINCIDE WITH LOW INVENTORY

LEVELS WILL SAVE TAXES.

METHOD OF VALUING INVENTORY

WILL AFFECT INVENTORY

AMOUNTS . INVENTORY-REDUC-

TION PROGRAMS PRIOR TO

ASSESSMENT DATES ARE

EFFECTIVE IN REDUCING TAXES.

SELECTION OF THE BEST

DEPRECIATION METHOD TO BE

USED CAN AFL ECT PROFITS.

EVALUATION OF THE TAX

BENEFITS OF LEASING COMPARED

WITH OWNING SHOULD BE

EXPLORED. CONSIDER THE TAX

BENEFITS OF USING OR BUYING

SECONDHAND OR USED

EQUIPMENT.



EMPLOYMENT/WAGES

PROFIT PLANNING

CAPITAL GAINS

CAREFUL EVALUATION OF HOW

MANY WORKERS ARE REOUIRED

WILL KEEP EMPLOYER'S CONTRI-

BUTIONS TO SOCIAL SECURITY

TAXES AND UNEMPLOYMENT

TAXES AT A MINIMUM. TAX

EFFECTS OF WAGE PAYMENT

PLANS BASED ON STOCK OPTIONS

'AND DEFERRED PAYMENTS OF

WAGES SHOULD BE CONSIDERED.

99

LEGAL FORM OF BUSINESS CAN

OFFER TAX ADVANTAGES WHICH

INCREASE PROFITS. MAXIMIZING

LEGITIMATE TAX DEDUCTIONS

SHOULD BE A MAJOR THRUST OF

FINANCIAL PLANNING.

TIMING OF TRANSACTIONS SUCH

AS SALE OF ASSETS AND

ACQUISITION OF NEW ASSETS OR

NEW BUSINESSES SHOULD

CONSIDER THE IMPACT ON

TAXES.
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DEPOSIT RULE

Summary of Deposit Rules for Withheld

income Tax and Social Security Taxes

DEPOSIT DUE

1. IF AT THE END OF A QUARTER
THE TOTAL UNDEPOSITED TAXES
ARE LESS THAN $200:

2. IF AT THE END OF A QUARTER
THE TOTAL UNDEPOSITED TAXES
ARE $200 OR MORE:

3. IF AT THE END OF ANY MONTH
(EXCEPT THE LAST MONTH OF A
QUARTER) ATIVE UNDEPOS-
ITED TAXES THE QUARTER
ARE $200 OR MORE, -BUT LESS
THAN $2,000:

4. IF AT THE END OF ANY QUARTER-
MONTHLY PERIOD, CUMULATIVE
UNDEPOSITED TAXES FOR THE
QUARTER ARE $2,000 OR MORE:

- 10(12.2

NO DEPOSIT REQUIRED. PAY
BALANCE DIRECTLY TO THE
INTERNAL REVENUE SERVICE
WITH YOUR QUARTERLY RE-
TURN, OR MAKE A DEPOSIT,
IF YOU PREFER.

ON OR BEFORE LAST DAY OF
NEXT MONTH. IF $2,000 OR
MORE, SEE RULE 4.

WITHIN 15 DAYS AFTER END
OF MONTH. (FOR THE
FIRST 2 MONTHS OF THE
QUARTER, NO DEPOSIT IS
REQUIRED IF YOU PREVIOUSLY
MADE A DEPOSIT FOR A
QUARTER-MONTHLY PERIOD
THAT OCCURRED DURING THE
MONTH UNDER THE $2,000
RULE IN ITEM 4, BELOW,)

WITHIN 3 BANKING DAYS AFTER
THE QUARTER-MONTHLY PERIOD
ENDS.



The human resource factor
lesson

19

Overview

The success of your company depends, to a great degree, on the
caliber and capabilities of your employees. This lesson looks at the
importance and function of personnel management, the preparation of
job descriptions, as well as the recruitment and selection of personnel.

Objectives

After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Describe the function of personnel management.

2. Prepare job descriptions for positions within a business.

3. Determine the factors to consider for recruitment and selection of
personnel.

Getting Prepared

Read Chapter 15, pages 221-244, in Small Business Management, 5th
edition. Be sure that you read the summaries, discussion questions
and case studies provided in this chapter. Read Chapter 15 in the
Student Supplement for Small Business Management, 5th edition.

Summary of the Audio Lesson

Personnel management has many functions, but basically it is concerned
with the effective use of the peoples' skills. Thus, recruiting and
hiring qualified personnel is a major responsibility of the pvsonnel
manager. Other responsibilities include: (1) classificatioll and
description of jobs and preparation of wage and salary scales,
(2) counseling employees, (3) dealing with disciplinary problems,
(4) negotiating with labor unions, and service union contracts,
(5) development of safety standards and practices, (6) management of
benefit programs, (7) evaluation of employee performance, (8) assisting
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in employee development and advancement, (9) planning of training
programs, and finally, (10) remaining knowledgeable about developments
in personnel management.

One of the areas of responsibility mentioned above is preparing job
descriptions. A job description is a summary of the important facts
about a particular job. It includes the employees' duties, the way in
which the duties will be performed, the range of responsibility, the
skills required for the job, and why the job is necessary. Having a
good job description allows you to clarify roles in your company,
delegate responsibilities, and evaluate the performance of chdie duties
in relation to the company's functioning. The job description, however,
is only a description of the job itself and not the individual employee's
performance.

Recruiting and selecting qualified personnel is a major area of
responsibility in personnel management. There are several ways in
which you can recruit personnel. You can actively seek personnel
through classified ads, private or public agencies, or through trade
groups and schools. Many times, however, personnel will come to you
and inquire about job possibilities.

The four major steps In selecting personnel are: (1) review of the
resume and application, (2) employment tests, (3) the personnel
interview, and (4) reference checking. Some standardization of this
process should be implemented so that each of your prospeabin
employees goes through the same process.

Personnel management affects the functioning of your entire business
because it is the combination of hum..n resources that makes any
business really successful.

Putting It All Toge,ther

SELF-QUIZ

Do the review questions found on pages 91-92, and 94-98 in the
Student Supplement for Small Business Management, 5th edition. After
completing the review que-itTirls, click your answers with those given
on page 178 of the Student Supplement.



ADDITIONAL REVIEW QUESTIONS

I. What are some ways to build and maintain employee morale?

2. What might result from poor personnel management policies?

3. What are some alternative methods of collecting information for a
job description besides using your own employees?

4. What intrinsic value is there in asking an employee for input to
prepare a Job description?

5. How could Job descriptions be used to aid employees in developing
long-range goals?

6. Why would an active recruitment procedure be more beneficial to
an entrepreneur than waiting for walk-ins?



7. What basic steps should an employer take before an applicant is
selected?

8. Are employment tests worthwhile for the small businessperson?

SUGGESTED ACTIVITIES

1._ Interview a personnel manager of a medium size to large business
similar to the business you plan to start. Find out what their
function is at that business and develop a task analysis of the
position for your business.

2. Prepare a job description for yourself within your business (real
or hypothetical) and at least two other major positions within that
business. If you are developing a sole proprietorship, project
future expansion of your company for the other two major
positions.

3. Develop a classified ad for one position within your company.
(Use the job description developed for Activity #2).

4. Develop the criteria you would use for selecting a candidate for
the above position.



lesson

Selecting, training and motivating 20
your employee

Overview

Personnel management extends into many areas of your business.This
lesson looks at some of the other areas of personnel management
including interviewing techniques for selection of employees; developing
training programs for employees, preparing organizational charts; and
developing employee policies on fringe benefits, compensation, transfers
and promotions.

Objectives

After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Describe interviewing techniques as part of the selection process.

2. Define the objective to be achieved by developing a training
program.

3. Prepare an organizational chart for a business.

4. State employee policies on fringe benefits, compensation, transfers
and promotions.

Getting Prepared

Read Chapters 14 and 15, pages 212-244, in Small Business
Management, 5th edition. Be sure that you read the summaries,
discussion questions and case studies provided in these chapters.



Summary of the Audio Lesson

Employees often require training to: (1) initially learn their jobs,
(2) do their jobs more effectively, or (3) advance to other jobs in the
company. gefore you can develop a training program, you must decide
what the goal of that training will be. You may want to improve your
employees' performance, to modify their attitudes, or to increase their
work efficiency. Once you decide why you need a training program,
the next step is to figure out what the employee needs to learn. Is it
a certain skill or attitude that must be learned? Does the employee
need information or direction? The type of training has a great effect
on achieving your goals. Can you train on-the-job or will you use a
classroom setting? Will you need a combination of the two? To a
certain extent, the subject matter will determine both the type of
training and the method of instruction. Other factors you need to
consider in developing your training program are: (1) the physical
facilities you will need, (2) the length of time required for training,
(3) the likely instructor, (4) the costs of the program, and (5) the
controls you will use to determine results of the training.

Organizing is a very important management function. How your
business is organized will determine how effectively it functions. A
helpful tool for organizing a business is called an organizational chart.
It shows at a glance who is responsible for the major activities of the
business. It also shows the lines of authority. With a very small
business, the organizational chart may be simple. The owner-manager
at the top has all personnel reporting to him/her. Later, as the
business grows, the organizational chart may become more complex.

Depending on the nature of your business, your policy for employee
benefits may include some or all of the following: vacations, holidays,
group insurance, hospitalization, surgical benefits, unemployment
compensation, jury duty, savings plan, retirement plan, and
profit-sharing. Besides benefits, you will need to make policy decision
on compensation (wage and salary setting). You may want to set an
hourly wage or pay a set salary to your employees. If you have
written good job descriptions and prepared a thorough organizational
chart, you will have an excellent aid in determining policy for employee
transfers and promotions.

There are many aspects to consider in organizing your business and
planning for personnel, but the planning process will help you to have
a smoothly operated business.



Putting it all It All Together

SELF-QUIZ

Do the review questions found on pages 91, and 94-96 in the Student
Supplement for Small Business Management, 5th edition. After com-
pleting the review questions, check your answers with those given on
page 178 of the Student Supplement.

ADDITIONAL REVIEW QUESTIONS

1. What are some of the most common interviewing techniques used by
an employer?

2, What is the importance of establishing rapport with the applicant?

3. What kinds of information would an interviewer evaluate for a
position?

4. What is the role of the interviewer in terms of listening in the
interview?

5. Give an example of how biases may affect the interviewing process.



6. What are some alternative methods of training employees without
using formal instruction?

7. What is the short-range value of training employees? The long-
range value?

8. What is the importance of the following types of training?

(1) Orientation

(2) Training For Present Job

(3) Training for Promotional Opportunity

9. Before a task is delegated to an employee, what necessary criteria
should be considered concerning the task and the employee to
carry uut that task?



10. Why might it be important to show a new employee the organiza-
tional chart of your business?

11. What is the difference between a transfer and a promotion?

12. What types of wage incentives might motivate an employee on a
job?

13. What are some ways to build employee morale on the job?

SUGGESTED ACTIVITIES

1. In a role-playing Interview with a neighbor or friend, conduct an
interview for an opening in your business. Utilize one of the job
descriptions you prepared in Lesson 19.

2. For your real or hypothetical business, develop an orientation
training program for all new employees. How would you implement
such training?

-



3. Develop an organisational chart for your business.

4. Develop a list of fringe benefits for your business.

5. What compensation policies will you initiate for your company?

1...2
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SUPPLEMENTARY MATERIAL

Below are examples of organizational charts for various types of small
businesses.

1. An organization chart for a small service business will reflect the
fact that the owner-manager does most of the managing himself/
herself. For example, an organization chart for a small service
business might look like this

Company President
(owner-manager)

Shop Manager Sales Manager
(owner-manager)

1

Office

As the service business grows, its organization chart could look like this:

Shop Manager

Company President
(owner-manager)

Foreman

Sales Manager
(owner-manager)

Parts
Manager

Office

* Source: "Business Plan for Small Service Firms" (Washington, D.C.:
Small Business Administration), Small Business Administration Manage-
ment Aid. No. 153.



2. An organization chart for a small retail store will reflect the fact
that the owner-manager does most of the managing work himself/
herself. For example, if your store is run by yourself and two
salespersons, the chart should show what you expect each of them
to do. It could look like this

Company President
(owner-manager)

S.T.A.

Wise
Plans advertising
Displays merchan-

dise
Sells to customers
Keeps records

Salesman A

Sells to customers
Displays merchandise
Keeps merchandise clean
Takes inventory S.T.A.
Unpacks incoming merchandise

and checks against invoices

Salesman B

Sells to customers
Displays merchandise
Keeps merchandise clean
Takes inventory S.T.A.
Unpacks incoming merchandise

and checks against invoices

A small store exists to serve customers. They want to be served
promptly and do not like to be ignored even by the stock boy. A
device to insure that they are recognized is S.T.A. -- Special Team
Assignment. When all the salespeople are tied up, the available
employee moves into Special Team Assignment.

As the business grows, the owner-manager might set up the job of
Assistant Manager. The organization chart should look like this:

rCompany President
(owner-manager)

Assistant' Manager

Salesman B

* Source: "Business Plan for Retailers" (Washington, D.C.: Small
Business Administration), Small Business Administration Management
Aid No. 150.
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3. In the beginning, the president of the small manufacturing company
probably does everything.*

President

Purchases

Shipping
and

Receiving

Markets

Tests
and

Inspects

Assemblies Machines

Janitorial
and

Maintenance

As the company grows to perhaps 50 - 100 employees, the organization
may begin to look something like the chart below.

President
andand

General Manager

Sales
Manager

I11Mil
Sales

Production
Manager

IAdvertising

Controller

Purchasing Assembly-1, Q.C.

* Source: "Business Plan for Small Manufacturers" (Washington, D.C.:
Small Business Administration), Small Business Administration Aid
No. 218.



Who are your customers?
lesson

21

Overview

Before you can effectively sell your product or service, you need to
know your market. This lesson focuses on market research techniques
and activities, motivation research, and the use of market research
consultants.

Objectives

After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Describe market research techniques and activities.

2. Explain motivation research.

3. Describe the use of market research consultants.

Getting Prepared

Read Chapter 17, pages 264-274, in Small Business Mane ement, 5th
edition. Be sure that you read the summer es and discuss on questions
provided in this chapter.

Summary of the Audio Lesson

Marketing research is the systematic gathering, analysis, classification,
and interpretation of marketing information. As a small businessperson,
you need to understand and know the possible market areas for your
product or service or suffer the consequences of not knowing who your
potential customers are and where they are located. Market research is
really the search for objective information concerning some business
problem.
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Various market research techniques and activities are available for
investigating market research problems. Some of these include:
sampling surveys, sequential sampling, testing market acceptance,
measuring market acceptance and market share, measuring the
effectiveness of the sales effort and analyzing sales records.

Market research is quantitative motivation research is qualitative.
Motivation research seeks information on consumer buying behavior. It
tries to find out the reasons why people buy and the factors that
influence them. Both in market research and in motivation research, a
certain amount of know-how is necessary. Sometimes, it may be
necessary to use an outside consultant to do effective research. Many
times the cost of a consultant is very small compared to the benefits
you may receive from effective market research.

Putting it all It All Together

SELF-QUIZ

Do the review questions found on pages 103-104 in the Student Supple-
ment for Small Business Management 5th edition. After completing the
review questions, check your answers with those given on page 179 of
the Student Supplement.

ADDITIONAL REVIEW QUESTIQS

1.. Describe the two types of survey research techniques.

2. What are the ways in which you might evaluate the effectiveness of
a sales effort?



3. What kinds of information would you want to research for a
marketing effort?

4. List several sources for obtaining market research information.

SUGGESTED ACTIVITIES

Do project 17-4, page 106, in the Student Supplement for Small Business
Management, 5th edition.

- ti



Getting the customer's attention
lesson

22
Overview

The importance of advertising cannot be overlooked when planning foryour business. This lesson focuses on: (1) the purposes ofadvertising, (2) the preparation of an advertising budget, (3) theselection of an advertising medium for a product or service, (4) the
methods of coordinating advertising with other sales promotionactivities, and (5) the consumer protection laws dealing withadvertising.

Objectives
Alter reading the textbook assignments and listening to the audiolesson, you should be able to do the things described in the followingobjectives. Check yourself to see if you have gained the skillsdescribed in the objectives. If you have difficulty with any objective,review the textbook material and the Summary of the Audio Lessonincluded in this study guide chapter.
1. Define the purposes of advertising.

2. Prepare an advertising budget.

3. Select the advertising medium to be used.
4. Determine methods of coordinating advertising with other salespromotion activities.

5. Identify consumer protection laws dealing with advertising.

Getting Prepared
Read Chapter 16, pages 246-263, in Small Business Management, 5thedition. Be sure that you read the summaries and discussion questionsprovided in this chapter.
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Summary of the Audio Lesson

Advertising acquaints the public with your products or services and the
prices charged. There are four main steps to follow in creating an
advertising plan. They are:

1. Research -- exploring the features of the product and its
target consumers.

2. Strategic planning -- determining the desired results from
advertising, money allocation, advertising media, and an
overall creative strategy.

3. Tactical decisions -- identifying actual advertising to be
used.

4. Advertisement construction -- writing copy and preparing
artwork for ads.

Going through these steps will help you in the advertising effort.

In step two, "Strategic Planning," money allocation was mentioned. You
should prepare an advertising budget to plan for and manage
advertising costs. There are two methods which can be used in
assessing money needs for advertising. The first is the "percentage of
sales method" where a fixed total amount of money is allocated for
advertising. The second method is the "objective and task" method
where goals of advertising are determined and money is allocated based
on those goals. Regardless of which method you use, it is important
that your advertising be timely. Certain seasons, holidays, and dates
are important for many businesses, and advertising should complement
them.

An important consideration in advertising is selecting the appropriate
advertising medium. The primary types of media are newspapers,
magazines, radio, television, direct mail, and others such as billboards
or the yellow pages. Many times you may find you need a combination
of media to reach your target audience. The basic question you must
be able to answer, however, is: "How can I most effectively reach my
target audience or potential customers?"

Coordinating your advertising with other sales promotion is very
important. Promotion involves communication with customers. You must
first decide what the promotion is to accomplish. It may be to attract
new customers or to generate interest in a new product. Your
promotion may create a desired store image or sell special offerings.
Demonstrations, displays, grand openings, coupons and special sales
are all examples of promotion. The traditional types of advertising
should correspond to your promotions so that you maximize your
advertising impact to your customers.
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Regardless of what type of advertising you choose for your business, it
is important for you to know the consumer protection laws at the local,
state, and federal levels. Depending on your type of business and
your locale, these may vary. However, the consumer protection laws
were created to protect the public from unfair advertising practices.

Putting it all It All Together

SELF-QUIZ

Do the review questions found on pages 99-100 in the Student Supplement
for Small Business Management, 5th edition. After completing the
review questions, check your answers with those given on page 178 of
the Student Supplement.

.ADDITIONAL REVIEW QUESTIONS

1. What is the difference between institutional and promotional
advertising? Give an example of each.

2. Who uses industrial advertising? Toward whom is it directed?

3. How can the amount of money to be spent on advertising be
determined by the entrepreneur?



4. What would be the best method to insure effective advertising?

5. What considerations should be made in selecting an effective form
of media for advertising?

6. What are the advantages and disadvantages of newspaper,
television, and radio as advertising media?

7. When is publicity worthwhile?

8. Why might sales promotion be more difficult in a manufacturing
business than in a retail business?

9. Of what value to the consumer and the business are the following
regulatory bodies:

(1) Federal Trade Commission?



(2) Food and Drug Administration?

(3) Federal Communications Commission?

(4) Better Business Bureau?

SUGGESTED ACTIVITIES

1. a. For your business, select a new line of products or service
and decide to whom an advertisement should be aimed.

b. Analyze the unique selling points of this product or service.

c. Determine how you would advertise this new product or
service based on these unique selling points.

2. If the usual expense for advertising in your chosen line of
business were 3% of sales, would you be justified in spending 5%
during your first year in business? In spending 10%, 20%? Give
reasons why.



3. Complete two of the followinsts:
a. Design two billboards and tell where you would have them

placed. (Why at that particular place?) Draw these bill-
boards on 81/2" x 11" unruled white paper.

b. Make one 10 to 30 second TV commercial. Prepare a written
script for the commercial.

c. rs-epare two 10 to 30 second radio commercials. Prepare
written scripts for each.

d. Select a packaged product and explain the packaging and
design of the product's container. Make drawings if
necessary.

e. Design any other form of possible promotion activities for thisnew product. Promotion activities may include: in-store
display, newspaper coupons, direct mail advertising, etc.

f. Design a magazine advertisement. Draw it on a poster
board. Your mage2ine advertisement may be rated as follows:
headline - 5 pts. , copy - 5 pts., product illustration -
5 pts., signature block - 5 pts. (where to buy, manufactured
by).

Do a pencil sketch of this magaatne advertisement first. Use
only one or two colors for yry,:i headline and coin. Any
number of colors may be use::: for -..he rest of the ad.
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DIRECTIONS:

Across

1. combination of methods used by a retailer to communicate
with consumers.

3. accumulated and then traded for merchandise or for
reductions on groceries.

4. certificate which entitles a person to buy particular
offering at a reduced price.

10. free trial products.

Down

1. involves communication from a retailer to consumer.

2. a product or service is given free or at a greatly reduced
price with the purchase of another designated offering.

5. an arrangement of merchandise and information for
shopper& viewing.

6. a special arrangement set up beside complete stock of the
item.

7. selling of owls at a lower or reduced price for a period
of time.

8. a competitive act for increasing sales.

9. special events for demonstrating merchandise.

11. to explain the use of a product or service.

12. free promotion.

13. some stores' very elaborate and expensive supportive
promotions.



5. Find additional information on any one of the following:

(a) Federal Trade Commission

(b) Food and Drug Administration

(c) Better Business Bureau

6. In addition to the above, find at least one current news article
concerning the interaction of government regulation and business in
regards to advertising.



Pricing the product or service

lesson

23
Overview

When deciding on how to price your product, there are many things
you should consider. This lesson looks at: (1) the identification of
factors that influence pricing policies, (2) the methods of pricing
goods, and (3) the pricing procedures used by retailers.

Objectives

After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Identify the factors that influence the pricing volicies of an
entrepreneur.

2. List the methods used to determine the price of goods.

3. Describe the pricing procedures used by retailers.

Getting Prepared

Review Chapter 16, pages 246-263, in Small Business Management, 5th
edition. Be sure that you reread the summaries and discussion
questions provided in this chapter.

Summary of the Audio Lesson

The pricing of goods and services usually includes the cost of the
goods or services, expenses and a profit margin. Your business adds
value to a product or service because you are providing the customer
with a convenience or service they would not be able to get on their
own. Thus, pricing should incorporate a way in which to maximize
profits. Factors that influence pricing include: the company policy,
the nature of the product or service, the economic and business
conditions, the market strategy, the competition, and the methods of
distribution.
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To determine the price of your goods, you may decide to use any one
of the several methods. "Full cost pricing" is a method whereby you
set prices to cover the cost of goods sold, all expenses, and a profit
percentage that is already determined. In "gross margin pricing,"
which is used widely by wholesalers and retailers, a certain markup is
added to the wholesale cost. Another method is called "going-rate
price," because the product price is set according to the manufacturers
suggested retail price. And finally, you may select "marginal-cost
pricing" where the relationship of volume, cost and profit is considered
along with the fixed and variable costs; then, the price is adjusted
according to market demand or strategy .

In establishing retail prices, markups and markdowns are important key
elements. The most common pricing policies used by retailers are
geared towards the psychological attitudes of consumers. For example,
retailers use odd pricing such as $2.99 rather than $3.00 to suggest to
customers that the item costs less. Other methods used by retailers
include pricing at market level or below market level and pricing of a
private brand. "Markups" include the necessary amount to cover
operating expenses plus a profit, and "markdowns" are any reduction in
retail price which is permanent or temporary. Knowing how to balance
markups and markdowns while maintaining a profit margin is basic to
good pricing policies and strategies in retailing. It is important to stay
in touch with your market and its needs in order to be on top of
pricing in retailing.

Putting it all It All Together

SELF-QUIZ

None.

ADDITIONAL REVIEW QUESTIONS

1. How can an entrepreneur, M addition to price changes, influence
an expansion of the market for the goods or services he/she
offers?

2. Give an example of a product or service and explain how the
nature of this product influences its selling price.
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3. Determine the current economic condition and explain how prices
are being influenced at the wholesale and retail levels.

4. Why is it necessary for a retailer to maintain pricing policies?

5. How should high fashion goods be priced?

6. What psychological effect. can prices have on customers?

7. How can discount stores price below the going market?

8. Using the marginal cost method, how would a retailer justify
selling a product at cost price?

9. When should markdowns be taken?



SUGGESTED ACTIVITIES

1. List ten (10) products or services for which the demand is
inelastic. Explain why for each item listed.

2. Determine the pricing policy you will implement in your business.
Justify this method and give examples.

3. For your choice of entrepreneurship, how will you determine the
most profitable prices?

4. List and describe seven pricing methods.

(A)

(b)

(c)



(d)

(e)

(1)

(g)

5. Markdown& should be taken on:

(a)

(b)

1 4 9
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6. Compute the retail price for the merchandise items listed below.
Use the markup percent given.

COST = $ 4.95; Markup % = 66% on Cost

COST = $ 19.75; Markup % = 75% on Cost

COST = $ 39.50; Markup % = 38% on Retail

COST = $150.00; Markup % = 44% on Retail

RETAIL =

RETAIL =

RETAIL =

RETAIL =

7. INSTRUCTIONS; In the "Given" column below, fill in any blanks.
Then calculate the percent of markup on both
RETAIL and COST, and write those answers in
the correct areas. Round all percents to the
NEAREST WHOLE PERCENT.

GIVEN

RETAIL = COST

(a) $1.00 $ .80

(b) 3.75

(c) 4.50 2.75

(d) 4.60

PERCENT OF MARKUP

+ MARKUP ON COST ON RETAIL

$

.95

1.30
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Cash or credit?
lesson

24
Overview

In the previous chapter, the pricing procedures used by retailers were
discussed. This lesson will focus on the pricing procedures used by
manufacturers, the categories of retail credit, services provided by a
credit bureau, the decision factors involved in retail credit, and the
meaning of trade credit.

Objectives
After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Describe a pricing procedure used by manufacturers.

2. Describe the categories of retail credit, the services provided by a
credit bureau, and the factors that influence the retailer's decision
to offer credit.

3. Define trade credit.

Getting Prepared
Read Chapter 18, pages 275-302, in Small Business Management, 5th
edition. Be sure that you read the summaries, discussion questions
and case studies provided in this chapter.

In manufacturing, it is necessary
price is for your product. The
enough to cover cost and to make
enough to attract customers and
elements of your price are:

Summary of the Audio Lesson

to determine what the best selling
best selling price should be high
a profit; but it should also be low
to build sales volume. The four
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(1) direct costs -- costs of material and direct labor

(2) manufacturing overhead -- building repairs and depreciation
of machinery

(3) nonmanufacturing overhead -- selling and administrative
costs

(4) profit

The direct costing approach allows you to set the best price for your
product based on the above four known costs. Sometimes, however,
this approach runs into complications because of shortages of manpower
and equipment, or the unavailability of raw materials. So you must
adjust your direct costing according to your variables at the time.

Once you decide on a pricing policy, a big decision is whether to
extend credit or not. Consumer credit is a type of credit granted to
retail customers for personal or family use. Consumer credit is divided
into two categories: purchase credit and loan credit. Purchase credit
is used when a retailer allows a customer to have a charge account
which delays cash payment according to the terms of the account. Loan
credit is not extended by retailers, but is usually a way for the
customer to pay all retail creditors through a financial institution with
one total debt rather than many.

The credit bureau collects pertinent credit data on consumers in a
certain trading area. Businesses who need this service belong to the
credit bureau and, in turn, give their credit information about
customers to the bureau. In many areas of retailing, extending credit
is a "must," so the information provided by the credit bureau may be
invaluable in helping the retailer decide whether or not to extend
credit. The decision to extend credit is also determined by the
retailer's preferences, what the competition is doing and the profit
margin.

Another type of credit is trade credit. Trade credit is extended by
one business to another to help the sale of production or commercial
goods. Usually the account is paid within thirty (30) days of the
invoice date. However, discounts called "trade credit terms" are
offered as an incentive to repay earlier.

Remember, regardless of what type of credit you decide to offer in
your business, you will need more capital on hand to make up for the
delay (or possible loss) of payment on credit.
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Putting It All Together

SELF-QUIZ

Do the review questions on pages 107 -108 in the Student Supplement
for Small Business Management, 5th edition. After completing the
review questions, check your answers with those given on page 179 of
the Student Supplement.

ADDITIONAL REVIEW QUESTIONS

1. How do marketing costs affect the pricing policies of manufac-
turers?

2. What is nonmanufacturing overhead? Give examples.

3. What are advantages and disadvantages of offering credit to
customers?

CREDIT TO CUSTOMERS

ADVANTAGES DISADVANTAGES

4. What services do credit bureaus provide for businesses?

5. Describe the Truth In Lending law. Who benefits from this law?



6. Which do you think is easier to obtain, trade credit or retail
credit? Why?

7. Why do you think discounts are used to encourage a business to
pay a bill within thirty (30) days?

8. Do you think most businesses adhere to a strict trade credit
policy? Why might this policy be flexibIR?

SUGGESTED ACTIVITIES

1. List six factors that can complicate the setting of a price for a
manufacturer.

(a)



(f)

2. List and define the four elements that make up a manufacturer's
pricing structure.

3. Go to a local retail store and obtain a credit application. Actually
apply for credit at that particular store to discover either how
difficult or how easy it is to obtain consumer credit. Notice the
questions that you are being asked. Why are such questions
asked? Did you feel the application was too personal? Why do
you think your application was approved (or disapproved)?

4. List and define various trade credit terms offered by businesses.

5. Define:

(a) Extra Dating

(b) Seasonal Dating

t

.1. g
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The heartbeat of the business
lesson

25
Overview

Managing your business effectively means having good financial records.
This lesson focuses on the importance of a good accounting system For
your business, the basic accounting components, and the development
of a cash budget.

Objectives
After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Determine the importance of a good accounting system.

2. Understand the basic accounting components for starting a
business.

3. Develop a cash budget.

Getting Prepared

Read Chapter 20, pages 318-334, in Small Business Management, 5th
edition. Be sure that you read the summaries and discussion questions
provided in this chapter.

Summary of the Audio Lesson

The importance of keeping good accounting records cannot be cver-
stated. An effective accounting system is essential to -the efficient
management of business affairs. An accounting system provides
valaable information for decision-making relative to: (1) the financial
position of the business, (2) the profitability of the business, (3) the
preparation of tax returns, and (4) effective planning and control. In
the accounting system, all business transactions are identified and



recorded. An effective accounting sy3tem will provide information ?bout
external accounting requirements such as customers and employees, ac
well as information about internal accounting requirements for d3cision-
making.

The types of accounting records needed Ihlien starting a business
include: cash receipts, cash disbursements, sales, purchases, payroll,
equipment. inventory, accounts receivable and accounts pryable.
Usualy, it is advisable for a professional to prepare these statements
since they should be done according to accepted accounting theory and
practice.

A management tool that is very effective in determining financial needs
is a cash budget. A cash budget allows you to see the dollar amount
of your incurred expenses matched with a projected cash budget. To
establish a cash budget, estimate your fixed and flexible expenses for
each month of the year and then determine your start -up_ expenses.
Based on this figure and your projected sales, you should be -able to
estimate your cash requirements for each month. A cash budget will
help you determine those times of the year when you will need more
cash. In addition to good accounting records, a cash budget is an
asset to the entrepreneur because it is really a plan expressed in
financial terms about the functioning of the business.

Putting It All Together

SELF-QUIZ

Do the review questions found on pages 119-120 in the Student Supple-
ment for-Small-Business Mena ement, 5th edition. After completing the
rev ew queGtions, check your answers with those given on page 179 of
the Student Supplement.

ADDITIONAL REVIEW QUESTIONS

1. As a business owner, what accounting information would you need
to make decisions affecting your business?



2. Of the basic types of accounting records needed in a business,
which records should be maintained daily, weekly, monthly, etc?
Why?

3. (Ave an example of a transaction that should be recorded in a
general journal. Why is it important to record this information in
the general journal? Why should you not record it directly in the
general ledger?

4. Why is it important to be aware of the tax considerations of a
business? Should you just let your accountant worry about it?
What happens if you keep your own records?

5. Why is it so important that a small business develop and maintain a
cash btAdget?

SUGGESTED ACTIVITIES

1. Talk to five small business owners and ask them why their
accounting records are so important.
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2. Visit a small business and find out what special accounting
information is used by its customers, creditors, banks, employees
and government.

3. Choose your favorite small business and determine what accounting
information would be needed to make a decision on renting or
purchasing equipment.

4. For each of the basic accounting records, prepare an actual record
and list the type of information that would be included in each.

5. Although you would need to take an accounting principles course
to learn the basic rules for double-entry accounting, list the types
of resources you can consult to help you understand this
information.

6. Develop a list of the advantages and the disadvantages of having a
cash budget.

7. Visit local small businesses and ask the owners what types of
expenses they incur. Ask the owners where they generate cash
requirements in addition to sales.



Analyzing statements
lesson

26
Overview

Once you have an accurate and thorough accounting system, you can
use that information to prepare financial statements. This lesson looks
at the importance of an income statement, the importance of a balance
sheet, and the analysis of financial statements.

Objectives

After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Understand the importance of an income statement.

2. Understand the importance of a balance sheet.

3. Understand the analysis of financial statements.

Getting Prepared

Review Chapter 20, pages 318-334, in Small Business Management, 5th
edition. Be sure that you reread the summaries and discussion
questions provided in this chapter.

Summary of the Audio Lesson

One important type of financial' statement is the income statement. An
income statement reflects the operation of a busthess by showing tlp
income or loss of income for a period of time, usually one year.
income statement usually includes the net sales of the business, the
cost of goods sold, the gross profit, the operating expenses, and the
net income. The income statement is a useful tool because it can reveal
items that need attention; and if compared to .previous statements, it
can indicate trends.
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Another type of financial statement is the balance sheet. A balance
sheet reflects the financial position of a business for a particular date.
It shows the assets (owned by the business), the liabilities (owed by
the business), and the owner's equity (the owner's claim against the
assets or the owner's net worth). A balance sheet is a useful tool
because it enables the entrepreneur at any given time to get a snapshot
view of the business's financial condition.

Financial statements are based on accurate accounting records such as
the income statement and the balance sheet so it is very important for
those records to be correct. If you keep accurate records, your
financial statement can function as a true indicator of the financial
health of your business.

Putting It All Together

SELF-QUIZ

None.

ADDITIONAL REVIEW QUESTIONS

1. What basic information is included on an income statement?

2. How can you benefit by comparing your income statement figures
with prior years or with the income statements of other firms in
your type of business? What specific areas would you look at
first? Can this information help you make any decisions in the
future?



3. A balance sheet contains three major categories. Name them and
explain what they are. Give examples of each.

4. What does it mean when a balance sheet is referred to as a
"snapshot of the business"? What value does this statement have
for the business?"

5. Besides the owner of the business, who may be interested in the
balance sheet? What influence does the income statement have on a
balance sheet? Which should be prepared first?

SUGGESTED ACTIVITIES

1. Go to at least three small businesses in your neighborhood and ask
the owner-manager(s) how important an income statement is to
them.

2. Assume that you bought a used bicycle for $40 and you decided to
fix it up to sell. You spent a total of $10 for repair expenses and
$2 for an ad in a local newspaper. You sold the bicycle for $75.
How much money did you make? From the preceding information,
show similarities between this information and an actual income
statement of a small business.



3. From the following information, prepare an income statement for
the period ending December 31st: Sales, $100,000; Beginning
Inventory, $25,000; Purchases, $65,000; Ending Inventory,
$35,000; Depreciation -- Office Equipment, $1,000; Salary Expense,
$10,000; Advertising Expense, $2,000; Rent Expense, $1,500;
Miscellaneous Expenses, $3,000.

4. Go to a library and find three balance sheets from three different
types of businesses. List the similarities and the differences.

5. Assume that you want to find out your personal net worth. List
all the items you own (e.g., car, role, radio, clothes, etc.)
and list all the items on which you oh.. money (e.g., amount owed
on car or bicycle, money you borrowed from a friend, etc.) From
this information can you determine your net worth? Show
similarities between this information and a balance sheet from a
small business.

6. From the following information, prepare a balance sheet as of
December 31st: Cash, $5,000; Accounts Receivable, $2,000;
Merchandise Inventory, $5,000; Equipment, $15,000; Accounts
Payable, $3,000; Notes Payable, $2,000; Mortgage Payablez
$10,000; Owner's Equity, $12,000.
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Protecting your venture
lesson

27
Overview

Owning and operating a business involves risk taking and possible loss.
41This lesson focuses on the measures you can take to minimize that risk,

including: (1) the major types of insurance for a small business,
(2) the outcomes of having an effective insurance plan, (3) how to
evaluate an insurance company for your business, (4) how to evaluate
an insurance agent for your business, and (5) the importance of an
effective security system.

Objectives

After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectivta. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Identify the major types of insurance for a small business.

2. Determine the outcomes of having an effective insurance plan.
3. Determine what to look for in evaluating an insurance company.

4. Determine what to look for in evaluating an insurance agent.

5. Understand the importance of an effective security system.

Getting Prepared
Read Chapter 22, pages 352-362, in Small Business Management, 5th
edition. Be sure that you read the summaries and discussion questions
provided in this chapter.

- 145 -



Summary of the Audio Lesson

No matter what type of small business you are in, you should have
insurance protection. The major types of insurance for a small
business are: fire insurance, liability insurance, workmen's
compensation, fidelity bonds, business interruption insurance, crime
insurancz, business life insurance, and automobile insurance. Before
you become insured in any of these areas, you should first determine
the extent to which your business needs protection by identifying your
business risks. An effective insurance program should provide
protection against losses, provide such things as ease of obtaining
credit, and free money for investments by building present and future
security of the business.

When evaluating an insurance company for your business, the first
thing you should do is review the financial stability of the company.
The company's field of specialization and its flexibility to adapt policies
to .your business needs are also important considerations. Other areas
you should investigate are the company's coverage costs and its claim
services. If you do incur a loss, you will want an insurance company
that can respond swiftly to your needs.

Choosing an insurance agent is also an important factor when buying
insurance. A good insurance agent should have thorough knowledge of
all facets of insurance. One way to identify an agent's degree of
knowledge is to determine if the agent is designated as a Chartered Life
Underwriter (CLU) or Chartered Property and Casualty Under Writer
(CPCU). In addition, an agent should have good contacts among many
insurers and should provide extra quality services to your business.

In addition to purchasing insurance, there are many things you can do
to protect your business from loss. Since employee thefts account for
about two-thirds of the total theft in retail businesses, you can
minimize (but not eliminate) the risk by carefully screening applicants,
setting an atmosphere of honesty, and removing temptations to steal.
You can protect your business by being aware of theft hazards and
using prevention remedies for pricing procedures, refunding
procedures, and cash handling. Shoplifting is a big problem for
retailers and preventive measures such as keeping tight checks and
controls on washrooms and fitting rooms can help minimize the risk. An
effective security system should always include protection from
burglary. An alarm system, suitable locks, secure safes, and adequate
indoor and outdoor lighting are all preventive methods.

Many entrepreneurs do not realize the importance of protecting their
business until after it is too late. Be sure you plan for the protection
of your business so that you do not risk your hard work and effort.



Putting It All Together

SELF-QUIZ

Do the review questions found on pages 131-132 in the Student Supple-
ment for Small Business Management, 5th edition. After completing the
review questions, check your answers with those given on page 179 of
the Student Supplement.

ADDITIONAL REVIEW QUESTIONS

1. What are the purposes of the following types of insurance policies?

a. Fire

b. Liability

c. Workman's Compensation

d. Fidelity Bonds

e. Business Interruption Insurance

f. Crime Insurance

Business Life Insurance

h. Automobile

1 ca
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2. What are the advantages and disadvantag.zis of having the
preceding types of insurance?

FIRE

ADVANTAGES DISADVANTAGES

LIABILITY

ADVANTAGES DISADVANTAGES

WORKMAN'S COMPENSATION

ADVANTAGES DISADVANTAGES

FIDELITY BONDS

ADVANTAGES DISADVANTAGES
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BUSINESS INTERRUPTION INSURANCE

ADVANTAGES DISADVANTAGES

CRIME INSURANCE

ADVANTAGES DISADVANTAGES

BUSINESS LIFE INSURANCE

ADVANTAGES DISADVANTAGES

AUTOMOBILE

ADVANTAGES DISADVANTAGES



3. Of the eight previous types of insurance, which one is the most
important? Why? Which one is the least important? Why?

4. Is it necessary for a small business to insure that all possible
losses will be covered? Why? What alternatives should be
considered?

5. What should a small businessperson consider as the most important
factor when purchasing insurance?

6. Why is it so important for a small business owner to research
various insurance companies before purchasing insurance? How
can the owner secure the necessary information to evaluate the
insurance companies?

7. An important factor in the success of a small business is an
effective insurance plan. What assistance can an insurance
company provide in developing a plan? Should the small business
owner see input from other companies regarding the insurance
plan?

8. Why is it important to evaluate prospective insurance agents?
What value does it serve? Who benefits from this evEquation?
Why?



9. Shoplifting is a common proble,1 among bmall businesses. Name
and discuss five ways to reduce shoplifting.

(1)

(2)

(3)

(4)

(5)

10. Why is prevention so important in reducing losses from:

(1) Employee Theft?

(2) Shoplifting?

(3) Burglary?

(4) Robbery?

SUGGESTED ACTIVITIES

1. Choose one or two of the types of insurance you have listed and
write to an insurance company for information on those types of
insurance policies.

2. Visit a local small business and find out what types of insurance
policies the owner has. Determine if the policies are different
from your list. If there are some differences, try to list the
reasons why the particular type of business may have a different
policy.



3. Contact three local businesses and ask the owners what insurance
company provides their coverage and why they chose the
particular company.

4. List the possible benefits or values which an insurance company
an provide a small business.

5. List as many services as possible which an insurance agent can
provide a small business owner.

6. Visit three local small businesses and identify by observation the
ways the small businesses are prey onting loss through a security
system.



Inveff: ry and supplies
lesson

28
Overview

An important consideration in operating a business is the purchasing
and 4nagement of supplies. This lesson focuses on: (1) types of
supply sources, (2) company policies and procedures for buying
st;.,plies, (3) factors that influence buying decisions, (4) methods of
invento,y control, and (5) the development of a merchandising plan.

Objectives

After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
desevlbed in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
include' in this study guide chapter.

1. Identity the types of suppiy sources.

2. Duvelop company policies and procedures flr buying supplies.
3. Deters alne the factors th?t influence buying decisions.

4. Describe the methods of inventory.

5. Deermine a plan fnr maintaining complete stock assortments.

Getting Prepared

Read Chapter L.:4, pages 363-410, it Small business M magement, 5th
edition. Be sure that you raad the si mmaries,dis-Cussion questions
and case studies provided in this chapter.



Summary of the Audio Lesson

There are three main sources of goods or supplies for the small busi-
nessperson. The first is the manufacturer from whom you can buy the
goods directly . The second source of supplies is the "middleman."
One kind of a "middleman" is an agent who negotiates purchases
between the manufacturer and the small business owner but does not
take title to the goods. Another type of "middleman" is the "merchant
middleman" who acts as a wholesaler, buying from manufacturers and
reselling to retailers. A middleman is advantageous if you need a
variety of goods and would otherwise have to deal with numerous manu-
facturers. A third type of supply source is a buying office to whom
your business would pay a fee for their buying services.

Before purchasing supplies for your business, it is advisable to
establish a buying policy. Setting a buying policy eliminates inconsis-
tencies in purchasing and maintains a good market reputation for the
business. Usually buying policies deal with business image, qualities
and values of products or services, complete assortments,
merchandising by classification and price ranges, investments, purchase
discounts, markdowns, and competition.

When buying supplies, you should be able to understand and negotiate
various prices and terms offered by suppliers. If more than one source
offers a product, the way to determine th best buy would be to
compare offers from each supplier. Other ,:actors to consider when
buying supplies are: (1) the discounts you may receive, (2) the
method of dating, and (3) the transportation arrangements for the
supplies. "Discounts" mean a reduction in price and may be based on
the time of repayment, the list price of the items, or the quantity of
items bought. "Dating" is the amount of time the buyer is given to pay
the bill and may be based on the invoice date or the date of receipt of
goods. "Transportation considerations" include the method of shipment,
the payment for shipment, and the ownership during shipment. In
addition to these factors, the reputation of the supplier can be an
important overall decision factor.

Once you purchase your stock, it is critical to maintain effective control
over it. Inventory control involves: (1) what you have on hand,
(2) what you have on order, (3) what you have sold, and (4) what you
need to order. Inventory contr..,1 records provide a way to list your
supplies. Before you set up an inventory control system, you need to
put these control records into a model stock list. A "model stock list"
reflects the "model" quantity of any item to maintain in an "in stock"
position for a period of time. With your model stock list in place, an
inventory control system can be achieved by either counting stock or
counting spies. If you prefer to count stock, you can use the "rotated
method" in which control cards are used to record inventory .
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If you count sales, the "perpetual method" may be used. In this
method, stocks are calculated from the store's recorded sales. The
"perpetual method" necessitates keeping track of sales as they occur on
an item basis. Your choice of methods will depend on your type of
business and on your inventory needs and requirements.

To maintain and control your stock, it is necessary to develop a
merchandising plan. This plan does not have to be elaborate, but it is
important in such areas as overbuying. Since merchandising involves
purchasing in advance and must be based on some estimate, a well
researched plan can be invaluable. Generally, a merchandising plan
covers such areas as figures on stocks, sales, markups from the
previous year, figures from the previous month, economic conditions,
market conditions and changes in styles, delivery time, competition and
seasonal needs.

Understanding the impact of purchasing and inventory control on the
management on your business is a valuable asset to your business'
functioning.

Putting It All Together

SELF-QUIZ

Do the review questions found on pages 137-138 in the Student Supple-
ment for Small Business Management, 5th edition. After completing the
review questions, check your answers with those given on page 179 of
the Student Supplement.

ADDITIONAL REVIEW QUESTIONS

1. What advantages might the entrepreneur experience when buying
directly from the manufacturer?

2. What services are provided by a buying office? Would it be
advantageous for a small business to secure the services of a
buying office?
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3. What is the relationship between sound company policies and
company goals?

4. How do policies and procedures protect the:

(a) Buyer?

(b) Entrepreneur?

5. Discuss the following statement: "Generally, it is more important
to buy the right goods from the right resource than to save a few
pennies."

6. What is the objective of inventory control?

7. Define:

(a) Model Stock List



(b) Perpetual Stock Control

(c) Open to Buy

8. What is the difference between basic stock and model stock?

9. Why is merchandise planning necessary -e itE objectives?

10. How can one estimate the expected nor particular perio..e

11. Is it better to have a high turnover low turnover of
product?



1. Contact a buying office that might
business. Make a list of all services
Include the cost of such services.
would be feasible for your business.

SUGGESTED ACTIVITIES

posi.;illy supply your type of
that. office would supply you.
Dttnrmine if such a service

2. Answer the following questions re:,arilirg disco,s and dating:

(a) Amount of invoice - $700.00. Date" of - October' 16.
Terms 3/10.

3.

(b)

By what date would the invoice nuad >e paid to earn the
discount? . would be paid
if the discount werefaTer? . 'When
is the net amount of the invoicTZTe7

Amount of invoice - $680.40. Date c=1: invoice - January 11.
Terms - 2/5, n/45, X 30.

If anticipation is taken at C%, how
invoice if paid on January

much would be due on the
. If

the invoice were paid on ,inuary 16, how much would the
paymeni. be?

Compare the following offers:

(a) Product: Tennis shoeL Need: 12 dozen in full range
of sizes and assorted cost :7.

Supplier A-Cost per dozer - $21.60

t upplier B-Cost per dozen - i;22.80

r./60, 2% extra on all

iupplier C-Cost per (P.)%en - $22.10

Terms

Terms

Terms

8/10,

8/10,

n/,60,'

8/10,

n/60,
1% extra on full cost of any orders aver 9 dozen.

Which supplier has the lowest overall cost?

Which supplier would have the lowest, cost on an order-of 24
dozen?
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3. (b) Product: Screwdriver sets, 1/2 inch drive, 18 piece

Vendor A-Cost per set $17.00 Terms - 2/10, n/30, X 30

Vendor B-Cost per set $16.50 Terms - 2/10, n/60

Vendor C-Cost per set $16.90 Terms - 2/10, n/45, MOM
(invoice date would be June 18)

Which supplier has the lowest price?

If you wish to delay payment as long as possible, which
supplier should be used?

If Vendor A offered a 2% promotional and Vendor C offered a
1% promotional, would this change the vendor with the lowest
price?

If you were presently stocking tools from Vendor A, why would
you consider buying from either Vendor B or C?

4. Answer the following questions regarding transportation terms:

(a) Pat's Camping Supplies ordered 50 tents from the Joe's Tent
Company. The terms of the sales were as follows: Amount of
invoice - $2,716.00. Date of invoice - February 20. Terms -
2/20, n/90. Freight - $136.30, F.O.B. - Origin Freight
Allowed.

Who is to pay the freight costs on this order?

When does Pat's Camping Supplies take title to the tents?

What is the amount of payment of this invoice if paid
March 15?

What is the net amount of this invoice? . When is
it due?

171
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(b) Pat's Men's Store placed an order with Smith's Coat Company
for 150 golf jackets. The terms of the order were as follows:
Amount of invoice - $1,350.00. Date of invoice - March 20.
Terms - 6/10, n/30, Freight - $24.60. F.O.B. - Destination
- Charges Reversed.

Who is to pay the freight costs of this order?

When does Pat's Men's Store take title to the jackets?

What is the amount of payment of this invoice if paid March 26?

What is the amount of payment on this invoice if paid April 20?

5. Set up an inventory control system for the business you are about
to open. Summarize the main points of your control system.

6. You are the merchandise manager in a small department store.
One of, your department managers comes to you with a request to
re-order some merchandise that has been selling well. Following
each of the steps below, write a brief explanation of how that item
will affect your decision to place a re-order.

Interview a merchandise manager or buyer to help determine how
each of the following will affect your decision to place a re-order.

1. Delivery Period:

2. Re-order Period:

3. Normal Sales Expectancy During the Above 2 Periods:

4. Safety Factor Desired:



5. Stock on Hand:

6. Merchandise on Order:

7. Vendor's Minimum Shipping Quantity:

8. Other Items to be Considered:

1 3
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Time Our limited resource
lesson

29
Overview

Making the best use of time is very important for the small business-
person. This lesson looks at the importance of managing time,
time-saving methods, and time-saving actions.

Objectives

After reading the study guide assignment and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the study guide material and the Summary of the Audio Lesson
included in this study guide chapter.

1. Describe the importance of managing time.

2. List some time-saving methods.

3. Identify some time-saving actions.

Getting Prepared

Read the Supplementary Material for this lesson, found in this studyguide.

Summary of the Audio Lesson
Utilizing tHe effectively is a major consideration for you as a small
businessw.:.son because of the wide range of functions you must
accomplish. The best way to organize time is to organize yourself.
Identifying activiites is the first step. Next you should develop aplan for . z .d.uling your time based on your company's objectives and
immediate pi icwities. Your planning should also include the determina-
tion of which things have to be accomplished on a daily, weekly, and
monthly basis. relegating can be an excellent way for you to cut down
on activities that take up your time and can be done by others just as
effectively.
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Methods of time-saving include:

1. Job simplification -- a look at your company's operations Ind
procedures to see if they col be arranged or combined
differently to maximize time.

2. Expanding your attention an attempt to make all your
various projects place an even demand on your time.

3. Selective reading,

Time-saving actions such as rationing the time you spend with visitors
and customers, and listening actively can also provide an example to
your employees.

Time is not a flexible commodity -- you cannot get back the time that is
gone. Managing your time will allow you to get the most out of it.

Putting it Al! Together

SELF-QUIZ

None.

ADDITIONAL REVIEW QUESTIONS

1. What the importance of managing time for the small business-
person?

2. When do you think it is advisable to delegate?

3. How would you decide to whom you should delegate?
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4. What is the purpose of job simplification?

5. What suggestions would you have for an entrepreneur who says
he/she has ro time for reading?

6. How can you avoid constant interruptions from visitors and
employees?

SUGGESTED ACTIVITIES

1. Visit a small businessperson and ask them how they manage their
time.

2. If the person you visited is a manufacturer, visit an entrepreneur
in retailing or a service business and compare their time-saving
methods and job demands.

1"C
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SUPPLEMENT ORY MATERIAL

Managing Your Time

Since the owner/operator of a small business has many jobs to perform,
managing time effectively is a very important issue. Time is not a
flexible commodity. There are twenty-four hours in the day and that is
all. Being selective about what you put in those hours will help you
make the best possible use of your time.

The best way to utilize your time is tc nrcianize it first. A pocket
calendar, the kind that has a page a day, is a useful tool because it
allows you to see the events, meetings and activities planned for a
given day. Once you have an idea of your present schedule, the next
step is to develop a plan to meet the goals you have set up for your
company. Your plan should serve as a guide to what needs to be done
on a daily, weekly and monthly basis to reach your goals. Your
objectives will give you a clue as to where certain emphasis is needed
and what things could be eliminated or delegated. This means that you
must establish priorities. As a rule, you should try to eliminate
anything that does not contribute to your objectives.

If there are low priority activities that must be dope, or could more
appropriately be done by others, you should delegate them. Learning
how to delegate is an important management skill. You may choose to
delegate certain activities, business errands, or certain responsibilities
to a subordinate. Delegation depends on the subordinate's skills and
abilities as well as on availability and your needs at the time.

Scheduling appointments, even with subordinates, can help you organize
your time more effectively. It can cut down on the number of people
who take up time you might have alloted for other things.

There are many time-saving methods. Basically, they all help you
avoid wasting time. "Job simplification" is one method of saving time.
The approaches used in job simplification include: (1) eliminating
unnecessary or nonessential steps, (2) rearranging methods of
operations, tools, supplies, job responsibilities, etc., (3) modifying
items or procedures to save time and energy, (4) combining activities
when possible, (5) substituting a ;yaw method, and (6) standardizing
methods so that certain common activities can follow the same format.

Another time-saving method is referred to as "expanding your
attention." As an entrepreneur, you have to be able to deal with more
than one activity at a time. Thus, methods which help you keep track
of various types of activities and their progress are important. Such
tools as charts to map out progress or diagrams can be helpful. Under-
standing the work cycle of your projects, and knowing when each will
reed more close attention can he invaluable i» establishing attention

_ies. Although you may need to attend to many items, certain
tnings will take precedence. However, the underlying element to
expanding your attention is the attempt to make an even demand on
your time, so that if one project does need more time, the others will
not suffer.

- 165 -
.1.1.1 11.1

*



Reading can also be a time saver. Yru should read selectively and
eliminate or ignore unnecessa:7 reading. You should set aside time to
do any required reading for a customer or superior. You should read
all materials with a purpose and skim material with that purpose in
mind.

Time-saving actions include: (1) actually listening to suggestions,
progress reports and employee comments; and (2) rationing your time
with visitors, customers and sales people so that you do not get
involved in time-wasting activities. If you follow these time-saving
activities yourself, you will be encouraging your AmployP.s to do so as
well.

Here are some time-savtig tips to follow:

Schedule your work effectively.
Eliminate unnecessary work.
Perform work well the first time.
'Jse proper tools, machinery, and equipment.
Maintain equipment.
Provide sufficient materials and supplies.
Handle material properly.
Use space efficiently.
Assign work to capable employees.
Provide understandable orders.
Establish job descriptions.
Enforce discipline.
Train workers as necessary.
Be availaVe to employees.
Set a good example.

By using these time-saving methods and techniques, you will be making
time work for you, rather than letting it slip away.

6
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Review

lesson

30
Overview

Owning and operating a successful small business means good manage-
ment; and good management means being aware of the business's goals
and objectives, the role of the small business manager and the functions
of management. This review lesson summarizes these key concepts
which were presented throughout the course in both the textbook and
the audio lessons.

Objectives

After reading the textbook assignments and listening to the audio
lesson, you should be able to do the things described in the following
objectives. Check yourself to see if you have gained the skills
described in the objectives. If you have difficulty with any objective,
review the textbook material and the Summary of the Audio Lesson
included in this study guide chapter

1. Identify your business's major goals and objectives.

2. Relate these goals and objectives to your role as a small business-
person.

3. Identify the functions of management.

4. Complete the steps involved in developing a business plan.

Getting Prepared

Reread Chapters 11, 12, 13, 14 and 15, pages 168-244, in Small
Business Management, 5th edition. In addition, reread student supple=
ments 3. 19, 2S and 26 in the Student Supplement for Small Business
Management, 5th edition. Review all of the study guide materials.

Summary of the Audio Lesson

During this course, many definitions, concepts and ideas have been
presented and discussed. The final audio lesson reviews and sum-
marizes many of these ideas with particular attention given to:
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1. the definitions of "entrepreneur," "self-employment," and
"small business."

2. the goals and objectives of small business.

3. the job of the small business manager.

4. the functions of managing a small business and activities that
relate to these functions.

In the first lesson of this course the terms "entrepreneur," "self-
employment" and "small business" were defined. The definitions are:

Entrepreneur

Self-Employment --

Small Business

a person who starts a business either from
scratch with new products or services or
who buys an existing business.

working for yourself with direct control
over work performed and fees to be
charged.

a business which is independently owned
and managed and is not dominant in its
field.

The key to the importance of these definitions is the fact that the small
businessperson or entrepreneur is in total control of his/her business.
This means that you, as a potential or current owner of a small
business, must be prepared to set the goals and objectives for your
business and to guide your business towards the accomplishment of
your goals through the management functions.

Although every small business has a variety of objectives including
service to the community and growth of the business, the primary
objective for all small businesses is "PROFIT." After the deduction of
all expenses from the income generated by sales, the small business
should show a profit; and this profit should be relative to the time,
energy and capital invested in the business. As a small business-
person, you can compete for your share of the profits available in our
free enterprise system by offering your customers the best price,
quality and service.



In light of the service, growth an :1 profit objectives for all small
businesses, the individual small busiii.:Js manager must set specific
objectives for his/her business. The small business manager must also
decide on the general strategies for conducting the business, identify
problem areas, delegate responsibilities, set standards of performance
and evaluate the results of the business.

The major management functions are: planning, organizing, directing
and controlling.

Planning The planning function consists of the establishment
of policies and procedures to guide the future
activities of the business. One of the major
activities associated with the planning function is
the preparation the business pian.

OrganizSng -- The organizing ft.ncticn involves defining employee
delesating authority and coordi-

nating activitieE so that the business moves toward
the desire(' objectives. Preparation of job descrip-
'ions is an activity associated with the organizing
function.

Directing The directing fu.iction requires the small business-
person to give orders, supervise work performed,
motivate employees, communicate with employees and
eJtabli;,h rules and regulations. Activities that
relate to staffing, selecting employees and training
employees may also be grouped under the directing
function.

Controlling -- Effective control over an organization is exercised
by evaluating, appraising and examining the
business and by comparing the business with what
it ought to be. One of the major activities asso-
ciated with the controlling function is the
maintenance of good financial records.

None.
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ADDITIONAL REV, QUESTIONS

1. As a small business manager, what do you consider be your
major tasks in managing your business?

2. What are the overall goals and objectives for your business : -w
do they relate to the objectives .4' profit, service and crf; '",?

3. How do you plan to perform the foii. r,,i management fun'
your business:

a. Planning?

b. Organizing?

c. Directing?

d. Controlling?

SUGGESTED ACTIVITIES

1. you have not dons so alre9dy, prepare a business plan for your
re, Jr hypothetic r Isiness.

2. Review and revise the job descriptirms and organizational chart
you developed earlier in the course.
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